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A MESSAGE FROM COMPTROLLER PETER FRANCHOT

W Over the past year, Maryland

families have increasingly felt

the effects of a perfect economic
storm that was years in the making.
As a result, we as elected officials have
had to make tough decisions to bal-
ance the budget and tighten the state’s
belt in this period of a national eco-
nomic slowdown. However, despite

the rough seas we are currently experi-
encing, I, as Comptroller, have sought
. 1 , . : ;

to do everything within the agency’s purview to right the state’s fiscal
ship for years to come.

We have accomplished this through several new initiatives that
build upon the existing assets of Maryland’s economy including
— an educated workforce, a record of fiscal stewardship as seen
through the state’s AAA bond rating, and a number of unique
federal partnerships. These advances recognize that the state’s
strength in the knowledge-based economy lies in expanding op-
portunities for all Maryland taxpayers to grow and thrive as they
go about their daily business.

In acknowledging the realities of this new economy as well as hon-
oring the agency’s tradition of ‘Serving the People,” we have in the
last 12 months:

* Enhanced the agency’s technological capabilities to deter
unlawful and individual businesses from avoiding payment of
state taxes

* Made substantial strides in improving customer services and
making the process of paying taxes easier, safer and faster

* Expanded the pool of opportunity for qualified minority and
women entrepreneurs to do business with the state of
Maryland, expanding our tax base and increasing our brain
capital in the new knowledge-based economy

* Continued to promote Maryland’s burgeoning life sciences
sector for its benefits as a sustainable and viable long-term
economic development strategy

Maryland is fortunate to have a dynamic and diverse economy
which is on the national forefront for innovation. Because of this,
our state is able to expand its tax base and maintain an overall
high quality of life — even in tough economic times. As Comptrol-
ler, I will always look for ways to improve the agency’s services so
we can weather this storm and create a stronger, more prosperous
Maryland for future generations.
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ENSURING TAX FAIRNESS

As Comptroller, it is my job to be a good steward of
taxpayer money. As such, my office has aggressively
pursued those individuals and corporations who cheat the
state out of tax revenue needed to provide essential services
to our citizens.

During the 2008 session of the General Assembly, I
worked with Governor O’Malley and our legislative lead-
ers to support one of the most comprehensive tax compli-
ance initiatives of recent years. Through the Tax Fairness
Initiative, the agency is now bringing our current tax
collection technology into the 21st century, and making it
harder for tax evaders to undermine the state’s financing
system.

Over the next four years, the Tax Fairness Initiative will
generate $200 million in revenue, and once fully in place
it will bring in upwards of $100 million annually! This is
revenue that is currently owed the state, but is being shel-
tered or otherwise not being paid, a situation which hurts
all Maryland citizens because of the fundamental lack of
fairness and the stress it puts on the state’s finances.

During the last several months, the agency has also scored

key victories in cracking down on corporate tax avoidance
schemes such as Delaware Holding Companies. In one

www.marylandtaxes.com

such case, the Maryland Tax Court found Classics Chi-
cago, Inc., a subsidiary of the well know retailer, Talbots,
Inc., to be liable for corporate income tax for 11 years,
from 1993 to 2003. As a result, Classics was ordered to
pay the state nearly $1.1 million in back taxes along with
interest and 10 percent in penalties.

In addition, the Comptroller’s Office is now auditing
corporations trying to avoid paying taxes by using “cap-
tive” Real Estate Investment Trusts (REIT) to place their
holdings and take unauthorized deductions. Through
these efforts, two major corporations were ordered to

pay the state nearly $12 million in back taxes this past
October, including a $10.8 million payment which was
the first case of a tax liability being settled in a “captive”
REIT case.

While the vast majority of Maryland businesses play by
the rules, this agency has vigorously pursued those few
large corporations which seek to gain an unfair competi-
tive advantage by flouting the state’s tax laws. These
new resources will allow us to be even more aggressive in
creating a level playing field and ensuring that the state
receives all revenue it is lawfully owed.



IMPROVING CUSTOMER SERVICES

Over the past year, the Comptroller’s Office has con-
tinued to make substantial strides in improving its
customer services and making the process of paying taxes
easier and faster. While there is always room for improve-
ment, [ am proud of the new online innovations the
agency has made available in recent months.

By simply going to www.marylandtaxes.com, taxpay-
ers can find tools to help navigate the confusion that
sometimes arises during the tax filing season. On the
agency’s Web site, there are now ways to:

« Eliminate personal tax liabilities through the click
of a mouse with Bill Pay.

+ Establish a direct debit payment agreement

+ Submit hearing appeal requests to fit around an
individual’s busy schedule.

I also encourage taxpayers who have not already done

so to consider electronically filing their individual state
tax return this upcoming season through the agency’s

iFile program. By selecting the icon on the top of our
Web site, iFile offers step-by-step assistance in complet-
ing your Maryland income tax return for FREE. It will
also allow individuals to receive a refund in a few days
should they choose the direct deposit option.

Most importantly, filing electronically with iFile helps
save the state money, which is particularly valuable as
we continue to address a lingering structural deficit

in trying economic times. Since electronic filing was
established in the early 1990s, more than $14 million
has been returned to state coffers through processing
savings.

Innovations such as these are part of a long-standing
tradition of excellence established by the 1,100 em-
ployees of this agency. As families across Maryland are
tightening their belts in these tough economic times,

I am proud my agency continues to lead by example
through the pursuit of time and money-saving innova-
tions to help taxpayers in going about the daily business
of building our state’s economy.

MARYLAND

$ Bill Pay

Ma r‘}rll'a'nef

CLICK. ZIF. FAST ROUND TRIR
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EXPANDING OPPORTUNITIES FOR
MINORITY BUSINESSES

From the time I took office, I have fought for a renewed
commitment to our state’s Minority Business Enterprise
(MBE) program. Our state’s MBE program is about creat-
ing opportunities for the next generation of entrepreneurs,
and I believe that is the right thing to do. More important-
ly, I believe that it just makes good business sense.

By expanding the pool of qualified and certified state con-
tractors, Maryland will increase market competition that
will ultimately result in cost savings for taxpayers. It also
provides good, innovative entrepreneurs with the “seed
capital” to grow their businesses, which means greater
profits, new jobs and reinvestment in our communities.

Working with allies on the Board of Public Works, I have
held state agencies and private contractors alike account-
able for their success in meeting minority participation
goals. In many cases, we held contracts up until they
were in compliance with state goals. In other cases — as in
a truly unique partnership that we have established with
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Microsoft — we have worked with the private sector to learn
why minority and women-owned firms are underrepresent-
ed in certain private industries, and whether remedies exist.

As the vice-chair of the State Retirement and Pension
System, I also have worked to provide qualified minority
fund managers with greater opportunities to manage state
pension assets. Through these efforts, the state is enjoying
positive results as 80% of the firms it has invested in have
yielded a positive return.

As the nation’s economy changes, our state has to wake up
to the realization that minority entrepreneurs have adapted
as well and run businesses of all kinds. Through these
collective efforts, Maryland has sought to honor the basic
value of equal opportunity for individuals who work hard
and play by the rules to succeed and contribute to our qual-
ity of life. These actions will further harness the underlying
strength of our state’s economy: the brain capital, ingenuity
and work ethic of Marylanders.



PROMOTING AND INVESTING

IN THE LIFE SCIENCES

l £F

aryland’s dynamic and diverse economy is at the

forefront of the increasingly knowledge-based
global economy. Due to the state’s educated workforce,
long record of fiscal stewardship and number of unique
federal partnerships, Maryland has been able to foster
a climate of innovation and ingenuity through the life
sciences industry, which has resulted in amazing strides
towards securing its long-term economic future.

As a result, Marylanders are fortunate to enjoy a rela-
tively high overall quality of life — even in tough eco-
nomic times. However, as other states increase their
own investment into more research and development,
so too must Maryland. That is why, as the state’s chief
financial officer, I have called for a redoubling of sup-
port for the life sciences.

Last winter, my office hosted a Life Sciences Sum-
mit which brought together leading members of
Maryland’s research, business, academic, investor and
scientific communities to discuss the economic con-
tributions of both private bioscience enterprises and
institutional employees directly engaged in research
and development activities. The event featured release
of the Maryland Life Science Economic Impact Study
which showed, beyond a reasonable doubt, that our
state is the national leader in the life sciences. The
report highlighted the vast economic benefits the

industry brings to the state, including:

* $29 billion in economic output
* 120,000 total jobs

* $11 billion in income and nearly $600 million in
state government taxes annually

In seeking to further harness the tremendous growth
potential of this burgeoning sector, I have also advo-
cated for a reallocation of state pension fund assets,
totaling up to $1 billion, into the life science industry.
As vice-chair of the State Retirement and Pension Sys-
tem, I believe that a substantial commitment of pen-
sion fund resources to this dynamic and fast-growing
sector is a sound investment in our future, one which
fulfills our fiduciary responsibilities and strengthens
Maryland’s economy.

These initiatives recognize that our state’s strength lies
in its standing as a national leader in the knowledge-
based economy. The life sciences industry is one of
Maryland’s most powerful economic engines -- an
indispensable source of good-paying jobs, tax revenue,
brain power and market innovation. As Comptroller,
I will continue to fight for comprehensive, robust state
investment in this industry, as the possibilities for
future successes are limitless.

www.marylandtaxes.com
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CQ M PT RO L L E R Peter Franchot
MARYLAN D Comptroller

G frmm———

Serw’;zg the Peop/e

Honorable Members of the General December 12, 2008
Assembly and the Governor,
State of Maryland

The Comprehensive Annual Financial Report (CAFR) of the State of Maryland (State), for the fiscal year ended June 30,
2008, includes the financial statements of the State as well as information required by Title 2, Section 102 of the State Finance
and Procurement Article of the Annotated Code of Maryland. Responsibility for both the accuracy of the presented data and the
completeness and fairness of the presentation, including all disclosures, rests with the Office of the Comptroller.

The statutes of the State require an audit of every unit of the Executive and Judicial branches of government, including the
Comptroller of Maryland’s records, by the Legislative Auditor at least every three years. The Legislative Auditor is required to
be and is a certified public accountant. The Legislative Auditor makes fiscal, compliance and performance audits of the vari-
ous agencies and departments of the State and issues a separate report covering each of those audits. The primary purpose of the
reports is to present the Legislative Auditor’s findings relative to the fiscal management of those agencies and departments.

Additionally, my office requires an audit of the State’s basic financial statements by a firm of independent auditors selected
by an audit selection committee composed of members from the Executive and Legislative branches of State government. This
requirement has been complied with, and the opinion of Abrams, Foster, Nole & Williams, PA., has been included in the finan-
cial section of this report. In addition, Abrams, Foster, Nole & Williams, PA. performed an audit to meet the requirements
of the Office of Management and Budget (OMB) Circular A-133, “Audits of States, Local Governments and Non-Profit
Organizations,” and such information is contained in another reporting package.

The State has issued guidelines to its agencies for establishing effective internal controls. As a recipient of Federal assistance,
the State is responsible for ensuring compliance with laws and regulations related to such assistance. This compliance is accom-
plished through the internal control guidelines.

The accompanying financial statements include all funds of the State (primary government), as well as all component units.
Component units are legally separate entities for which the primary government is financially accountable. The various colleges
and universities, the College Savings Plans of Maryland, and the Maryland Stadium Authority are reported as major component
units. The Maryland Environmental Service, the Maryland Industrial Development Financing Authority, the Maryland Food
Center Authority and the Maryland Technology Development Corporation are combined and presented as non-major compo-
nent units.

Accounting principles generally accepted in the United States of America require that management provide a narrative
introduction, overview and analysis to accompany the basic financial statements in the form of Management’s Discussion and
Analysis (MD&A). This letter of transmittal is designed to complement the MD&A and should be read in conjunction with it.
The MD&A can be found immediately following the report of the independent public accountants.

Background Information on the State:

Maryland ratified the United States Constitution on April 28, 1788. Its capital is Annapolis, where the principal activities
of state government are centered. Its employment is based largely in services, trade and government. These sectors, along with

2 www.marylandtaxes.com



finance, insurance and real estate are the largest contributors to the gross state product. The State has a bicameral legislature,
the General Assembly, composed of the Senate with 47 members and the House of Delegates with 141 members. The General
Assembly meets annually for a 90-day session beginning on the second Wednesday in January.

The Maryland Constitution requires the Governor to submit to the General Assembly a balanced budget for the follow-
ing year. The General Assembly cannot increase the budget except in certain organizational units. The budget currently uses a
legally mandated budgetary fund structure. Each State agency is provided appropriations at a program level, which is the level at
which expenditures cannot legally exceed the appropriations. The State also utilizes an encumbrance system to serve as a tool for
managing available appropriations. Maryland maintains its accounts to conform with the legally mandated budget and also to
comply with generally accepted accounting principles. Financial control is generally exercised under the budgetary system.

There is a Spending Affordabilicy Committee which consists of certain designated officers of the General Assembly and other
members as may be appointed by the President of the Senate and the Speaker of the House of Delegates. Each year the Commit-
tee must submit a report to the General Assembly’s Legislative Policy Committee and to the Governor recommending the level
of State spending, the level of new debt authorization, the level of State personnel and the use of any anticipated surplus funds.

Also, the General Assembly created a Capital Debt Affordabilicy Committee, the members of which are the Treasurer, the
Comptroller, the Secretary of Budget and Management, the Secretary of Transportation, and one person appointed by the
Governor. This Committee is required to submit to the Governor by September 10 of each year an estimate of the maximum
amount of new general obligation debt that prudently may be authorized. The Committee’s recent reports encompass all tax
supported debt, including in addition to general obligation debt, bonds issued by the Department of Transportation, bonds is-
sued by the Maryland Stadium Authority and capital lease transactions. Although the Committee’s responsibilities are advisory
only, the Governor is required to give due consideration to the Committee’s finding in preparing a preliminary allocation of new
general obligation debt authorizations for the next ensuing fiscal year.

Information on the State’s Economic Condition:

Economic growth in Maryland has all but ground to a halt, largely as a result of the sustained downturn in the housing
market. Broad national trends, including the credit crunch, low consumer confidence and falling consumer spending, will bring
Maryland’s economy into recession imminently, if it is not there already. Even without the past few months of turmoil in the
financial markets, a recession in the State would have been very likely. Fallout from the housing bubble burst has slowed the
State’s economy, and will continue to do so for some time.

Maryland’s economy appears to have been stagnant throughout 2008, after a relatively weak 2007. While monthly survey
data from the Bureau of Labor Statistics indicates job growth of around 1% every month of this year, an acceleration over 2007’s
growth of 0.8%, other indicators suggest growth has been substantially slower. Data from unemployment insurance records,
nearly a census of employment in the State, show growth of about 0.33% for the first quarter of the year. Initial claims for un-
employment insurance have increased at 20% or more (year-over-year) every week but three since the beginning of March, and
nearly doubled in the last week of October. Individual income tax withholding, which is a timely economic indicator (albeit not
without some problems), has been sluggish throughout the year.

Even the stronger payroll survey data show substantial acceleration in 2008 for only several industries—professional and
business services, leisure and hospitality services, and the federal government. But a comparison of first quarter data with the
unemployment insurance records shows the survey data likely overstates growth for all industries save two—state and local
government and the federal government. Three industries are unambiguously declining, though none are a surprise. Manufac-
turing, construction, and finance and real estate services all declined by about 2% or more in the first quarter, according to the
unemployment insurance data. Particularly given the events of late summer through early October, there is no reason to expect
that performance of these particular industries has improved since the first quarter.

On a year-over-year basis, sales of existing homes have fallen every month since October of 2005—36 of 37 months. And the
one exception may be foreclosure-related sales. Growth in the median sales price has generally decelerated for even longer, since
early 2005, and prices have declined every month since August 2007. The inventory to sales ratio currently stands at 13.9, up
strongly from 1.6 just a little over three years ago. All indications are that the Maryland housing market has further to fall. Until
the market reaches bottom, housing-related industries — construction, finance and real estate, among others —are unlikely to see a
resumption of consistent growth.
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Consumer spending also is unlikely to see a resumption of growth until the housing market reaches bottom, if not later. Just
as the run-up in housing prices provided support for consumer spending through the wealth effect (as well as through the simple
extraction of equity), falling housing prices will reverse the effect. And that impact will be exacerbated by the 40% decline in
stock prices. Estimates of the negative wealth effect are around 5% over two years, that is, for every dollar of wealth lost, spend-
ing falls by five cents over the next two years. All segments of the economy dependent on consumer spending, including retail,
transportation, and leisure services and, more broadly, manufacturing and government, are thus in store for an extended period
of difficulty. While tightened lending standards and the weakening labor market are also putting pressure on consumer spend-
ing, the recovery of the housing market is crucial to a resumption of consumer spending in the State.

The recent collapse of several large financial firms and recent bank consolidations will have a direct impact on Maryland’s
economy, although nowhere near the extent of New York, Charlotte, and several other locations. But the related impact on
credit —almost two-thirds of banks nationally are tightening business lending standards — will result in a slowing or stoppage of
business investment. Credit has become more difficult to obtain at the same time profits have fallen, largely as a result of the
slowdown in consumer spending, and business confidence has collapsed. In addition, the availability of commercial paper to
small and mid-sized businesses may still precipitate leaner business spending and even bankruptcy.

The lack of credit will cause the construction industry to continue to contract as commercial and industrial projects are scaled
back, delayed or cancelled. Professional and business services, an integral industry in Maryland’s economy, will also experience
substantially slower growth. Those firms closely aligned with financial services will be the hardest hit. As businesses cut expens-
es, slowing business travel will likely affect Maryland more than many other areas. Leisure and hospitality services, a sector with
above average growth since the last recession, will experience a sharp deceleration in growth if not an outright decline in 2009.
Those located near BWI Thurgood Marshall Airport and the Washington D.C. suburbs are most at risk.

With the United States economy now not expected to recover until midway through 2009, and risks decidedly on the down-
side, prospects for the State are bleak. While some states that also had exuberant housing markets may have neared the market
trough, and thus may be expected to recover concurrently with the national economy, Maryland’s housing market has yet to hit
bottom. As a result of that and other factors, the State’s economy is unlikely to resume growth until early 2010 at the soonest.

Major Budgetary Initiatives:

Because of reductions in revenue estimates, the State reduced projected total spending for fiscal year 2009, and the general
fund budget grew by only 3.7%. The State continues to save for the future and maintained a projected $739 million fund bal-
ance in its “Rainy Day Fund” for fiscal year 2009. In addition, priorities for public education, workforce creation, public safety,
the environment and open space, and the quality of life for Maryland’s citizens were protected.

The State continued its record funding for education, both for public school and higher education. Increased funding was
provided for public schools and public school construction. The tuition freeze for in-state undergraduates was maintained, and
capital funding for public four year institutions and community colleges was increased.

Budgetary initiatives for public safety include improved correctional facilities, enhanced offender monitoring, strengthening
Juvenile Services, new State police helicopters and improved health services to veterans.

In addition, the State provided increases for healthcare initiatives, stem cell research, and community based care. Also, fund-
ing was continued for land preservation programs, restoration of the Chesapeake Bay, Maryland State Parks and energy assis-
tance.

The Government Finance Officers Association of the United States and Canada (GFOA) awarded a Certificate of Achieve-
ment for Excellence in Financial Reporting to the State of Maryland for its Comprehensive Annual Financial Report for the fiscal
year ended June 30, 2007. The Certificate of Achievement is a prestigious national award recognizing conformance with the
highest standards for preparation of state and local government financial reports.

In order to be awarded a Certificate of Achievement, a government unit must publish an easily readable and efficiently

organized comprehensive annual financial report. This report must satisfy both accounting principles generally accepted in the
United States of America and applicable legal requirements.
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A Certificate of Achievement is valid for a period of one year only. The State of Maryland has received a Certificate of
Achievement for the last 27 consecutive years (fiscal years ended 1980-2007). We believe that our current comprehensive annual

financial report continues to conform to the Certificate of Achievement Program requirements, and we are submitting it to the
GFOA to determine its eligibility for another certificate.

The preparation of the Comprehensive Annual Financial Report on a timely basis could not have been accomplished without
the efforts and dedication of the staff of the General Accounting Division with assistance from other personnel from the various
departments and agencies of the State.

I will be pleased to furnish additional information on the State’s finances upon request.

Sincerely,

b Gamendt”

Peter Franchot,
Comptroller of Maryland
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REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS

The Honorable Peter Franchot
Comptroller of Maryland

We have audited the accompanying financial statements of the governmental activities, the business-type
activities, the aggregate discretely presented component units, each major fund, and the aggregate
remaining fund information of the State of Maryland (the State), as of and for the year ended June 30,
2008, which collectively comprise the State’s basic financial statements as listed in the table of contents.
These financial statements, schedules and supplementary information are the responsibility of the State's
management. Our responsibility is to express an opinion on these financial statements based on our audit.

We did not audit the financial statements of (1) certain Economic Development- Loan Programs; (2)
Unemployment Insurance Program; (3) Maryland State Lottery Agency; (4) Maryland Transportation
Authority; (5) Economic Development Insurance Programs; (6) certain foundations included in the higher
education component unit; (7) Maryland Environmental Service; (8) Maryland Food Center Authority; (9)
Maryland Technology Development Corporation; (10) Investment Trust Fund; and (11) Deferred
Compensation Plan, which represent the percentages of the assets, net assets, and operating revenues or
additions of the opinion listed below.
Percentage of Opinion Unit

Total
Total Net Operating
Total Assets Assets Revenues
Business-Type Activities
Economic Development - Loan Programs 47.39 % 36.51 % 7.66 %
Unemployment Insurance Program 9.94 19.65 13.29
Maryland State Lottery Agency 2.34 0.54 56.84
Maryland Transportation Authority 37.55 37.01 12.42
Economic Development Insurance Programs 0.99 1.82 0.07
Total percentage of business-type activities 98.21 95.53 90.28
Component Units
Major -
Higher Education Foundations 15.61 17.88 3.79
Non-Major -
Maryland Environmental Service 0.95 0.26 3.74
Maryland Food Center Authority 0.29 0.42 0.12
Maryland Technology Development Corporation 0.33 0.09 0.88
Total percentage of component units 17.18 18.65 8.53
Fiduciary Funds
Investment Trust Fund 4.75 5.42 72.87
Deferred Compensation Plan 5.30 6.06 4.71
Total percentage of fiduciary funds 10.05 11.48 77.58
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Those financial statements were audited by other auditors whose reports thereon have been furnished to
us, and our opinion, insofar as it relates to the amounts included for the above-mentioned funds and
component units, is based on the reports of the other auditors.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America, and the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States of America. Those standards require that we plan
and perform the audit to obtain reasonable assurance about whether the financial statements are free of
material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing the accounting principles used
and significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audit and the reports of the other auditors provide a reasonable basis for
our opinion.

In our opinion, based on our audit and the reports of the other auditors, the financial statements referred to
above present fairly, in all material respects, the respective financial position of the governmental
activities, the business-type activities, the aggregate discretely presented component units, each major
fund, and the aggregate remaining fund information of the State, as of June 30, 2008, and the respective
changes in financial position and, where applicable, cash flows thereof for the year then ended in
conformity with accounting principles generally accepted in the United States of America.

The management’s discussion and analysis, required supplemental schedules of funding progress for the
Pension and Retirement System and the Maryland Transit Administration Pension Plan, and the
respective budgetary comparison for the budgetary general, special and Federal funds as listed in the table
of contents are not a required part of the basic financial statements but are supplementary information
required by the Governmental Accounting Standards Board. We have applied certain limited procedures,
which consisted principally of inquiries of management regarding the methods of measurement and
presentation of the required supplementary information. However, we did not audit the information and
express no opinion on it

Our audit was conducted for the purpose of forming an opinion on the financial statements that
collectively comprise the State’s basic financial statements. The combining financial statements,
schedules, introductory and statistical sections, as listed in the table of contents, are presented for
purposes of additional analysis and are not a required part of the basic financial statements. The
combining financial statements and schedules have been subjected to the auditing procedures applied by
us and the other auditors in the audit of the basic financial statements and, in our opinion, based on our
audit and the reports of the other auditors, are fairly stated in all material respects in relation to the basic
financial statements taken as a whole. The introductory and statistical sections of this report and the
financial schedules required by law have not been subjected to the auditing procedures applied by us or
the other auditors in the audit of the basic financial statements and, accordingly, we express no opinion on
them.
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STATE OF MARYLAND

Management’s Discussion and Analysis

Management of the State of Maryland provides this narrative overview and analysis of the financial activities of the State for the fiscal year
ended June 30, 2008. Please read it in conjunction with the Comptroller’s letter of transmittal, which can be found in the Introductory Sec-
tion of this report and the State’s financial statements which follow this section.

Financial Highlights

Government—wide
* Maryland reported net assets of $17.4 billion in fiscal year 2008 and $18.5 billion in fiscal year 2007.

¢ Of the net assets in fiscal year 2008, a deficit balance of $1.0 billion was reported as total unrestricted net assets, which includes a $2.3
billion deficit balance in governmental activities and a $1.3 billion balance in business-type activities.

* The State’s total net assets decreased by $1.1 billion as a result of this year’s operations. The net assets for governmental activities de-
creased by $1.3 billion (9.7%). Net assets of business-type activities increased by $182 million (3.5%).

* The State’s governmental activities had total expenses of $26.8 billion, total revenues of $25.0 billion and net transfers from business-type
activities of $478 million for a net decrease of $1.3 billion.

* Business-type activities had total expenditures of $2.3 billion, program revenues of $3.0 billion, and transfers out of $478 million for a net
increase in net assets of $182 million.

* Total State revenues were $28.0 billion, while total costs for all programs were $29.1 billion.

Fund Level

* Governmental funds reported a combined fund balance of $3.3 billion, a decrease of $618 million (15.8%) from the prior year.

* The General Fund reported an unreserved fund balance of $1.5 billion and a reserved fund balance of $1.4 billion, compared to an unre-
served fund balance of $885 million and a reserved fund balance of $2.4 billion last year. This represents a net decrease of $373 million in
General Fund, fund balance. The total unreserved fund balance in the governmental funds was $1.4 billion, compared to the unreserved
fund balance of $1.0 billion in the prior year.

* Governmental funds reported a total reserved fund balance of $1.9 billion in 2008, compared to $2.9 billion in the prior year. This
decrease is primarily attributable to transfers from the State Reserve Fund used to help balance the General Fund budget during fiscal
year 2008.

Long-term Debt
* Total bonds, obligations under long-term leases and other nontraditional Transportation debt at year end was $13.0 billion, a net increase
of $1.4 billion (11.7%) over the prior year.

* $780 million General Obligation Bonds and $227 million Transportation Bonds were issued during the year.

Overview of the Financial Statements

This discussion and analysis is intended to serve as an introduction to the State of Maryland’s basic financial statements. The State’s basic
financial statements comprise three components: 1) government-wide financial statements, 2) fund financial statements, and 3) notes to the
financial statements. This report also contains additional required supplementary information and other supplementary information in addi-
tion to the basic financial statements.

Government-wide Financial Statements (Reporting the State as a Whole)

The government-wide financial statements provide a broad overview of the State’s operations in a manner similar to a private-sector busi-
ness. The statements provide both short-term and long-term information about the State’s financial position, which assists readers in assessing
the State’s economic condition at the end of the fiscal year. The statements include all fiscal year revenues and expenses, regardless of whether
cash has been received or paid. The government-wide financial statements include the following two statements.

The Statement of Net Assets presents all of the State’s assets and liabilities, with the difference between the two reported as “net assets”. Over
time, increases and decreases in the State’s net assets may serve as a useful indicator of whether the financial position of the State is improving
or deteriorating.

The Statement of Activities presents information showing how the State’s net assets changed during the most recent fiscal year. All changes
in net assets are reported as soon as the underlying event giving rise to the change occurs, regardless of the timing of related cash flows. Thus,
revenues and expenses are reported in this statement for some items that will not result in cash flows until future fiscal periods (such as uncol-
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lected taxes and earned but unused vacation leave). This statement also presents a comparison between direct expenses and program revenues
for each function of the State.

The above financial statements distinguish between the following three types of state programs or activities:

Governmental Activities - The activities in this section are typically supported by taxes and intergovernmental revenues, i.e., federal grants.
Most services normally associated with State government fall into this category, including the Legislature, Judiciary and the general operations
of the Executive Department.

Business-Type Activities — These functions normally are intended to recover all or a significant portion of their costs through user fees and
charges to external users of goods and services. These business-type activities of the State include insurance and loan programs for economic
development, the Unemployment Insurance Program, the Lottery, the Transportation Authority and Maryland Correctional Enterprises, a
program which constructs office furnishings utilizing the prisons’ inmate population.

Discretely Presented Component Units — The government-wide statements include operations for which the State has financial accountability,
but are legally separate entities. Financial information for these component units is reported separately from the financial information presented
for the primary government. The component unit activities include Higher Education, the College Savings Plans of Maryland, the Maryland
Stadium Authority and other non-major proprietary activities. All of these entities operate similarly to private sector business and to the
business-type activities described above. The component unit Higher Education consists of the University System of Maryland, Morgan State
University, St. Mary’s College and Baltimore City Community College and certain affiliated foundations. The non-major component units
include the Maryland Food Center Authority, Maryland Environmental Service, Maryland Industrial Development Financing Authority and
the Maryland Technology Development Corporation.

Complete financial statements of the individual component units can be obtained from the Comptroller of Maryland, LLG Treasury

Building, Annapolis, Maryland 21404.

This report includes two schedules (pages 27 and 29) that reconcile the amounts reported on the governmental fund financial statements
(modified accrual accounting) with governmental activities (accrual accounting) on the government-wide statements. The following
summarizes the impact of transitioning from modified accrual to accrual accounting:

* Capital assets used in governmental activities are not reported on governmental fund statements.

* Certain tax revenues that are earned and other assets that are not available to pay for current period expenditures are deferred in
governmental fund statements, but are recognized on the government-wide statements.

* Deferred bond issuance costs are capitalized and amortized on the government-wide statements, but reported as expenditures in
governmental funds.

* Unless currently due and payable, long-term liabilities, such as capital lease obligations, compensated absences, litigation, and bonds and
notes payable, only appear as liabilities in the government-wide statements.

* Capital outlays result in capital assets on the government-wide statements, but are reported as expenditures on the governmental fund
statements.

* Bond and note proceeds result in liabilities on the government-wide statements, but are recorded as other financing sources on the
governmental fund statements.

* Certain other transactions represent either increases or decreases in liabilities on the government-wide statements, but are reported as
expenditures on the governmental fund statements.

The government-wide financial statements can be found on pages 22-25 of this report.

Fund Financial Statements

A fund is a grouping of related accounts that is used to maintain control over resources that have been segregated for specific activities or
objectives. The State, like other state and local governments, uses fund accounting to ensure and demonstrate compliance with finance-related
legal requirements. The State’s funds can be divided into three categories: governmental, enterprise, and fiduciary. Each of these categories
uses a different accounting approach.

Governmental funds — Most of the basic services provided by the State are financed through governmental funds. Governmental funds are
used to account for essentially the same functions reported as governmental activities in the government-wide financial statements. How-
ever, unlike the government-wide financial statements, the governmental fund financial statements focus on near-term inflows and outflows
of spendable resources and on the balances of spendable resources available at the end of the fiscal year. Such information may be useful in
evaluating the State’s near-term financing requirements. These statements provide a detailed short-term view of the State’s finances that assists
in determining whether there will be adequate financial resources available to meet the current needs of the State.

Because the focus of governmental funds is narrower than that of the government-wide financial statements, it is useful to compare the
information presented for governmental funds with similar information presented for governmental activities in the government-wide financial
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statements. By doing so, readers may better understand the long-term impact of the State’s near-term financing decisions. Both the govern-
mental fund balance sheet and the governmental fund statement of revenues, expenditures and changes in fund balances provide a reconcili-
ation to facilitate this comparison between governmental funds and governmental activities. These reconciliations are presented on the pages
immediately following the governmental funds financial statements.

The State maintains five governmental funds. Information is presented separately in the governmental fund balance sheet and in the
governmental fund statement of revenues, expenditures and changes in fund balances for the General Fund and the Department of Transporta-
tion-special revenue fund, both of which are considered to be major funds. Data from the remaining three governmental funds are combined
into a single, aggregated presentation. Data for the non-major governmental funds, namely, the debt service fund for general obligation bonds,
the debt service fund for transportation revenue bonds and the capital projects fund, is provided in the form of combining statements elsewhere
in this report. These funds are reported using modified accrual accounting, which measures cash and all other assets which can be readily con-
verted to cash. The basic governmental funds financial statements can be found on pages 26 and 28 of this report.

Enterprise funds — Enterprise funds are used to show activities that operate similar to activities of commercial enterprises. These funds
charge fees for services provided to outside customers including local governments. Enterprise funds provide the same type of information as
the government-wide financial statements, only in more detail. There is no reconciliation needed between the government-wide financial state-
ments for business-type activities and the enterprise fund financial statements because they both utilize accrual accounting, the same method
used for businesses in the private sector.

The State has six enterprise funds, four of which are considered to be major enterprise funds. These funds are: Economic Development -
Loan Programs, the Unemployment Insurance Program, the Lottery Agency and the Transportation Authority. Data for the non-major enter-
prise funds, Economic Development - Insurance Programs and Maryland Correctional Enterprises, are combined into a single aggregated pre-
sentation. Individual fund data for these non-major enterprise funds is provided in the form of combining statements elsewhere in this report.

The basic enterprise funds financial statements can be found on pages 32-37 of this report.

Fiduciary funds — Fiduciary funds are used to account for resources held for the benefit of parties outside the state government. Fiduciary
funds are not reflected in the government-wide financial statements because the resources of these funds are restricted in purpose and are not
available to support the State’s own programs. Fiduciary funds use accrual accounting.

The State’s fiduciary funds include the Pension and Other Employee Benefits Trust Funds (Pension Trust), the Investment Trust Fund,
the Postretirement Health Benefits Trust Fund (OPEB Trust) and Agency Funds. The Pension and Other Employee Benefits Trust Funds
consist of the Retirement and Pension System, the Maryland Transit Administration Pension Plan and the Deferred Compensation Plan. The
Postretirement Health Benefits Trust Fund accumulates funds to assist with the costs of the State’s postretirement health insurance subsidy. The
Investment Trust Fund accounts for the transactions, assets, liabilities and fund equity of an external investment pool. Agency funds account
for the assets held for distribution by the State as an agent for other governmental units, organizations or individuals. Individual fund detail for
the fiduciary funds can be found in the combining financial statements.

The basic fiduciary funds financial statements can be found on pages 38-39 of this report.

Combining Financial Statements, Component Units — The government-wide financial statements present information for the component
units in a single aggregated column in the Statement of Net Assets and the Statement of Activities. Combining Statement of Net Assets
and Combining Statement of Activities have been provided for the Component Unit Proprietary Funds and provide detail for each major
proprietary component unit, with a combining column for the non-major component units. Individual financial statement information for
the non-major component units is provided elsewhere in this report.

The combining financial statements for the component units can be found on pages 42-44 of this report.

Notes to the Financial Statements

The notes provide additional information that is essential to a full understanding of the data provided in the government-wide and the
fund financial statements. The notes to the financial statements can be found on pages 46-83 of this report.

Required Supplementary Information

The required supplementary information includes budgetary comparison schedules for the budgetary general, special revenue and federal
funds, along with a reconciliation of the statutory and Generally Accepted Accounting Principles (GAAP) General and Special Revenue Fund,
fund balances at fiscal year end. This report also presents certain required supplementary information concerning the State’s progress in fund-
ing obligations to provide pension benefits and other post-employment benefits and includes a footnote concerning budgeting and budgetary
control. Required supplementary information immediately follows the notes to the financial statements.
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Other Supplementary Information
Combining Financial Statements

The combining financial statements referred to earlier in connection with non-major governmental, enterprise, and fiduciary funds and
non-major component units are presented immediately following the required supplementary information.

Government-Wide Financial Analysis

The State’s combined net assets (government and business-type activities) totaled $17.4 billion at the end of 2008 and $18.5 billion at the
end of 2007.

Net Assets as of June 30, 2008
(Expressed in Millions)

Governmental Business-type
Activities Activities Total

2008 2007 2008 2007 2008 2007

Current and other assets $ 6,348 $13,600 $ 8,569 $7,576 $14,917 $21,176

Capital assets 18,812 18,181 2,428 1,865 21,240 20,046

Total assets 25,160 31,781 10,997 9,441 36,157 41,222

Long-term liabilities 9,478 8,218 5,027 3,910 14,505 12,128

Other liabilities 3,601 10,180 612 356 4,213 10,536

Total liabilities 13,079 18,398 5,639 4,266 18,718 22,664

Net assets:

Invested in capital

assets, net of related debt 14,267 13,853 1,685 1,614 15,952 15,467

Restricted 88 89 2,423 1,836 2,511 1,925

Unrestricted (2,274) (559) 1,250 1,725 (1,024) 1,166

Total net assets $12,081 $13,383 $ 5,358 $5,175 $17,439 $18,558

The largest portion of the State’s net assets, $16.0 billion, reflects investment in capital assets such as land, buildings, equipment, and
infrastructure, less any related debt to acquire those assets that is still outstanding. The State uses these capital assets to provide services to
citizens. Consequentially, these assets are not available for future spending. Although the State’s investment in capital assets is reported net
of related debrt, it should be noted that the resources needed to repay this debt must be provided from other sources, since the capital assets
themselves cannot be used to liquidate these liabilities.

In addition, a portion of the State’s net assets, $2.5 billion, represents resources that are subject to external restrictions or enabling legisla-
tion on how they may be used. The remaining balance for unrestricted net assets, a deficit of $1.0 billion, reflects the State’s expenses over

revenues.

The following condensed financial information was derived from the government-wide Statement of Activities and reflects how the State’s
net assets changed during the fiscal year.
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Changes in Net Assets
For the Year Ended June 30, 2008

(Expressed in Millions)

Governmental Business-type
Activities Activities Total
2008 2007 2008 2007 2008 2007
Revenues:
Program revenues:
Charges for services $ 2,067 $2,217 $2,886 $2,747 $4,953 $ 4,964
Operating grants and contributions 5,925 5,725 58 26 5,983 5,751
Capital grants and contributions 677 727 50 677 777
General revenues:
Income taxes 7,886 7,334 7,886 7,334
Sales and use taxes 3,749 3,449 3,749 3,449
Motor vehicle taxes 1,920 1,982 1,920 1,982
Other taxes 2,445 2,244 2,445 2,244
Unrestricted investment earnings 345 350 26 31 371 381
Total revenues 25,014 24,028 2,970 2,854 27,984 26,882
Expenses:
General government 815 713 815 713
Health and mental hygiene 7,649 7,400 7,649 7,400
Education 6,835 6,470 6,835 6,470
Aid for higher education 1,851 1,299 1,851 1,299
Human resources 1,860 1,647 1,860 1,647
Public safety 2,100 1,853 2,100 1,853
Transportation 3,054 2,913 3,054 2,913
Judicial 634 542 634 542
Labor, licensing and regulation 186 168 186 168
Natural resources and recreation 180 167 180 167
Housing and community development 248 229 248 229
Environment 108 93 108 93
Agriculture 82 59 82 59
Business and economic development 98 66 98 66
Intergovernmental grants 742 739 742 739
Interest 352 333 352 333
Economic development insurance programs 5 2 5 2
Economic development loan programs 254 249 254 249
Unemployment insurance program 544 446 544 446
State Lottery 1,133 1,094 1,133 1,094
Transportation Authority 326 368 326 368
Maryland Correctional Enterprises 47 46 47 46
Total expenses 26,794 24,691 2,309 2,205 29,103 26,896
Increase in net assets
before transfers and special items (1,780) (663) 661 649 (1,119) (14)
Transfers and special items 478 350 (478) (350)
Change in net assets (1,302) (313) 183 299 (1,119) (14)
Net assets - beginning 13,383 13,696 5,175 4,876 18,558 18,572
Net assets - ending $12,081 $13,383 $5,358 $5,175 $17,439 $18,558
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Revenues by source — Governmental Activities

Income Taxes

31.5%

Other
1.3%

Capital grants and

Contzrlgh}tlons Sales and use Taxes
7% 15.0%
Operating grants and
contributions
23.7%

Motor vehicle taxes
and fees

7.7%
Charges for services  Other taxes
8.3% 9.8%

Expenditures by function — Governmental Activities
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Comparing current year activities to the prior year discloses that revenues increased by $986 million or 4.1%, while expenses increased by
$2.1 billion or 8.5%. The revenue increase was primarily due to an increase of $552 million in income taxes, $300 million in sales and use
taxes, $201 million in other taxes and $200 million in operating grants. This increase was offset by a $150 million decrease in charges for
services, a $50 million decrease in capital grants and a $62 million decrease in motor fuel taxes. The increase in expenses was primarily due
to $696 million in the new charges for other post employment benefits for healthcare (OPEB), the costs of which have been allocated to the
appropriate functions, and an additional increase of $917 million in education.
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The increase in tax revenues was primarily due to the increases in the tax rates passed during the special legislative session in October, 2007,
which included increases in income, other and sales and use taxes. These increases were effective as of January 1, 2008. Accordingly, the in-
creased revenue is reflective of only six months of the rate increase. Operating grants increased, primarily due to increased federal revenues for
health and human resources. The increase in expenditures for education was primarily to fund the “Bridge to Excellence in Public Schools Act”,
funding for which has been phased in over the last several years and to maintain the freeze on in state student higher education tuition costs.

Business-type Activities

Business-type activities increased the State’s net assets by $661 million before transfers of $478 million to governmental activities. This
increase compares to an increase of $649 million before transfers of $350 million in the prior year. Key elements of this increase are as follows:

* The change in net assets for the Unemployment Insurance Program was a decrease of $101 million compared to a net increase of
$23 million in the prior year. Operating activities produced a deficit of $153 million compared to the prior year’s operating deficit of
$30 million. The Program had a decrease of $24 million (5.9%) in charges for services from the prior year, due to a reduction in the
minimum tax rate for the calendar year 2008, while benefit payments increased $98 million (22.0%) over the prior year. In addition,
the Program, in accordance with federal regulations, transferred $11.4 million to the governmental funds due to an excess fund balance.

¢ Economic Development Loan Programs had an increase of $128 million (6.3%) in net assets compared to an increase of $172 million in
the prior year. The difference between years is due to smaller increases in the housing loan programs and the water quality loan programs.

* Lottery ticket sales were $1.7 billion, an increase of $96 million (6.1%) over last year. Operating expenses increased by $40 million and
transfers to the governmental funds increased to $529 million in 2008, from $494 million in 2007.

Financial Analysis of the State’s Funds

As of the end of the current fiscal year, the State’s governmental funds reported a combined fund balance of $3.3 billion, a decrease of
$618 million from the prior year. The combined fund balance includes $856 million in unreserved, undesignated for governmental funds
and $538 million in unreserved, designated fund balance for the General Fund. In addition, it includes a deficit of $29 million in unreserved,
undesignated fund balance for the special revenue fund and a deficit of $74 million for the other governmental funds. The remainder of the
fund balance is reserved because it has been committed to: 1) liquidate contracts and purchase orders of the prior period, ($629 million); 2)
fund prepaid and inventory items, ($517 million); 3) restrict revenues, ($13 million); and 4) reserve for various loans, construction projects,
and debt service, ($28 million). In addition, $720 million of the reserved fund balance is in the “State Reserve Fund,” and is set aside to meet
future financial needs. By law, the governor must appropriate to the State Reserve Fund, the General Fund surplus of the second preceding
fiscal year that exceeds $10,000,000. The unreserved General Fund, fund balance, plus the amount in the State Reserve Fund, is approximately
8.1 % of the total annual expenditures in governmental funds, compared with 9.7% for the prior year.

Expenses and Program Revenues — Business-type Activities
(Expressed in millions)

$1,800
Program expenses
$1,600 ¥ P —
Program revenues
$1,400
$1,200
$1,000
$800
$600
$400 1
$200 T | | |
$0 ‘
Economic Unemployment Maryland Maryland Maryland
Development Insurance State Transportation ~ Correctional
Programs Program Lottery Authority Enterprises
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General Fund

The General Fund is the major operating fund of the State. At the end of the current fiscal year, the (i.e., undesignated, $959 million and
designated $538 million) fund balance of the General Fund was $1.5 billion, while total fund balance reached $2.9 billion. The fund balance
of the State’s General Fund decreased by $373 million during 2008, compared to a decrease of $274 million for 2007. The reason for the
decrease in General Fund, fund balance is due to continued increases in expenditures, $1.3 billion (6.6%), greater than increases in revenues,

$1.1 billion (5.7%).

Revenues increased by $1.1 billion over the prior year, primarily due to increases in income taxes, $544 million (7.4%), sales and use taxes,
$301 million (8.7%), and other taxes, $129 million (7.7%). A special legislative session was convened in October 2007, that raised these
various taxes, including income and sales taxes, effective January 1, 2008. Accordingly, the increased rates were effective for six months for the
fiscal year ended June 30, 2008 and are reflected in the increased revenue.

General Fund expenditures increased by $1.3 billion. Expenditures for education, health and mental hygiene and human resources
increased by $846 million (11.8%), $285 million (3.9%) and $118 million (7.2%), respectively. These increases were the result of continued
increased funding for education, continued increases in Medicaid costs and increased funding for food stamps, temporary assistance and com-
munity grants.

Transfers out from the General Fund were $441 million this year compared to $533 million for the prior year. This decrease was due pri-
marily to a decrease in transfers to the Department of Transportation and the Maryland Transportation Authority.

Special Revenue Fund

The Maryland Department of Transportation special revenue fund accounts for resources used for operation of the State’s transportation
activities, not including debt service and pension activities. The fund balance of the Department’s special revenue fund was $150 million as of
June 30, 2008, a decrease of $177 million (54.1%) from the prior fiscal year. This decrease was primarily due to an increase in expenditures
of $78 million and decrease in revenues of $137 million. The increase in expenditures was for increased operating costs and revenues declined
primarily from decreases in motor vehicle fuel taxes, federal reimbursements and charges for services.

Budgetary Highlights
General Fund

Differences between the original budget and final amended budget, and the final budget and actual expenditures for the year are summa-
rized as follows. The budgetary schedule may be found in the Required Supplementary Information section.

Overall, the change between the original and final General Fund budget was a decrease of $56.0 million or (0.4) %. Juvenile services’ ap-
propriations increased by $35.4 million for juvenile residential facilities and increased costs of placements for committed youth. This increase
was offset by various decreases. In the Department of Health and Mental Hygiene there was a decrease in appropriations of $39 million,
primarily for medical care services. In addition, there was a decrease in the Department of Budget and Management appropriations of $59.5
million which was primarily due to the reallocation of the original appropriation for salary cost of living adjustments from that department to
the affected State agencies, with no effect on the overall appropriations.

The difference between the final budget, $14.7 billion and actual expenditures, $14.5 billion, was $245.6 million or 1.7%. Of this
amount, $95.9 million was returned to the General Fund, and the remaining $179.7 million was encumbered for future spending. The vari-
ance within the Department of Housing and Community Development was primarily due to encumbrances for capital items for neighborhood
revitalization and housing programs. The Department of Business and Economic Development’s variance was due to encumbered funds for
tourism related projects and the Maryland Stem Cell Research Program. Legislative differences were the result of encumbrances for additions
and improvements to buildings and information technology equipment. The variance in executive and administrative control was due to
encumbrances for the Aging of Public Schools Program. The variance for the Department of Environment was primarily due to encumbrances
for delayed projects and the Drinking Water Revolving Loan Fund program.

Special Revenue Fund:

Overall, the change between the original and final special revenue fund budget was an increase of $112.0 million or (1.8) %. The increase
was primarily to provide additional funds for the heritage tax program, energy assistance and information technology projects for public safety.
The difference between the final budget, $6.3 million and actual expenditures, $5.4 million, was $.9 million or 14.1%. The variance was
primarily due to reduced appropriations in the Maryland Insurance Administration and the Department of Transportation and encumbrances
for the Maryland Agricultural Land Program, capital loan and financing programs and capital projects such as water quality systems, drinking
water systems and landfill projects.
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Capital Asset and Debt Administration

Capital assets

At June 30, 2008, the State had invested $21.2 billion (net of accumulated depreciation) in a broad range of capital assets (see table below).
Depreciation expense for the fiscal year totaled $979 million ($942 million for governmental activities and $37 million for business-type activi-
ties). The increase in the State’s investment in capital assets, net of depreciation expense, for the current fiscal year was $1.2 billion,

($631 million for governmental activities and $563 million for business-type activities).

Capital Assets as of June 30, 2008

(Net of Depreciation, Expressed in Millions)

Governmental Business-type
Activities Activities Total

2008 2007 2008 2007 2008 2007

Land and improvements $ 2,877 $ 2,775 $ 305 $ 253 $ 3,182 $ 3,028
Art and historical treasures 28 28 28 28
Construction in progress 3,216 2,751 557 3,773 2,751
Structures and improvements 3,528 3,383 28 24 3,556 3,407
Equipment 806 802 12 11 818 813
Infrastructure 8,357 8,442 1,526 1,577 9,883 10,019
Total $ 18,812 $18,181 $ 2,428 $ 1,865 $ 21,240 $20,046

Major capital asset events during the current fiscal year for governmental activities include continued construction at the Baltimore Wash-
ington International Thurgood Marshall Airport, widening and/or expansion of existing highways and bridges, the start of various transit,
port and motor vehicle administration construction projects, the preservation of agricultural and open space land through the purchase of
easements, the construction of a new school and family education center for the hearing impaired, improvements to the statewide telecom-
munications network, energy efficiency improvements in State buildings and building improvements in State prisons. Elements of the increases
in capital assets of business-type activities include the Inter-County Connector and electronic toll lane projects, which resulted in increases
in land and improvements and construction in progress, and the restoration of existing facilities such as the re-decking of the William Preston

Lane Jr. Memorial Bridge.

Additional information on the State’s capital assets can be found in footnote 10 of this report.

Long-term debt

The State is empowered by law to authorize, issue and sell general obligation bonds, which are backed by the full faith and credit of the
State. The State also issues dedicated revenue bonds for the Department of Transportation and various business-type activities. The payment
of principal and interest on revenue bonds comes solely from revenues received from the respective activities. This dedicated revenue debr is

not backed by the State’s full faith and credit.

At June 30, 2008, the State had outstanding bonds totaling $11.8 billion. Of this amount $5.5 billion were general obligation bonds,
backed by the full faith and credit of the State. The remaining $6.3 billion was secured solely by the specified revenue sources.

Outstanding Bond Debt as of June 30, 2008

(Expressed in Millions)

Governmental Business-type
Activities Activities Total
2008 2007 2008 2007 2008 2007

General Obligation Bonds

(backed by the State) $5,494 $5,142 $ 5,494 $ 5,142
Transportation Bonds

(backed by specific revenues) 1,269 1,111 1,269 1,111
Revenue Bonds

(backed by specific revenues) $5,041 $ 4,140 5,041 4,140

Total $6,763 $6,253 $5,041 $ 4,140 $11,804 $10,393
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The total increase in bonded debt in the current fiscal year was $1.4 billion ($352 million increase related to general obligation bonds, and
$158 and $901 million increase related to transportation and revenue bonds, respectively). The State’s general obligation bonds are rated Aaa
by Moody’s and AAA by Standard and Poors and Fitch. During fiscal year 2008, the State issued general obligation debt totaling $780 million
at a premium of $42 million. On July 28, 2008, (fiscal year 2009), the State issued general obligation bonds aggregating $415 million for
capital improvements.

State law limits the amount of Consolidated Transportation Bonds, dedicated revenue debt that may be outstanding as of June 30 to the
amount authorized in the budget, and this amount may not exceed $2.6 billion. The aggregate principal amount of these bonds that was
authorized to be outstanding as of June 30, 2008, was $1.5 billion. The actual amount in Consolidated Transportation Bonds outstanding was

$1.3 billion.

Additional information on the State’s long-term debt can be found in footnote 11 of this report.

Economic Factors and Next Year’s Budget

The State’s budget for fiscal year 2009 provides $31.2 billion in appropriations for fiscal 2009, an increase of $1.2 billion, 4.0%, over the
current year. The special legislative session, which convened in October, 2007, passed increases in various taxes, including the personal and
corporate income, sales and other taxes. This action along with spending reductions reduced the projected $1.7 billion structural deficit by

approximately $1.4 billion. In addition, reductions adopted at the 2008 session largely offset downward revenue revisions that were received in
March, 2008.

Maryland’s economy has continued to slow along with the national economy. As with the national economy, signs of weakness are wide-
spread, and there are few positive indicators. Sales of existing homes have declined for 36 of the 37 last months, prices have dropped for 12
months and inventories are at a record high. Business bankruptcies have doubled over last year, and personal bankruptcies have increased by
36%. The little good news is that two of Maryland’s largest and highest paying industries, professional and business services and education
and health services, are performing relatively well, and government employment continues to grow. However, predictions of future economic
revenues continue to be revised downward.

In September, 2008, revised revenue estimates were provided that further reduced estimated General Fund revenues by $431.9 million.

Write downs to the sales tax and individual income tax are primarily responsible for the changes. Based on continued revised revenue forecasts,
the State adopted budgetary reductions of $75.2 million on June 25 and $347.8 million on October 15, 2008.

Requests for Information

This financial report is designed to provide a general overview of the State’s finances for all those with an interest in the State’s finances.
Questions concerning any of the information provided in this report or requests for additional financial information should be addressed to the

General Accounting Division, Office of the Comptroller, PO. Box 746, Annapolis, Maryland 21404.
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STATE OF MARYLAND
Statement of Net Assets

June 30, 2008
(Expressed in Thousands)

Primary Government

Governmental Business-type Component
Activities Activities Total Units
Assets
Cash and cash equivalents.......c..coccccinviicicnnnnaes $ 163,164 $ 78,186 $ 241,350 $ 87,790
Equity in pooled invested cash.........cccccccurerecnnnnnne. 2,791,963 660,257 3,452,220 1,114,296
INVESTINEIIELS «evvvveeeeiiiiieeeeeeieie e eeeae e e e eesaanees 9,401 266,289 275,690 561,420
Endowment INVEStMENtS .....ccveeevveeeeeieeeeeeeesneeeenns 241,669
Foundation INVEStMENtS .......eeevveeeeeeeeeeeeeeeesneeeennen. 930,344
INVENEOIIES. c.vvvvveeeeiciiieee et e e eaanees 99,463 16,566 116,029 11,658
Prepaid TEEITIS s eeveveveeeeeeeeeeeeeeeeeeeeeeeeeeeeeesensnnsssnsnnnes 418,101 418,101 7,889
Deferred charges........cocoeevvieeccinnccinnieciceees 11,266 11,266 5,089
Taxes receivable, Net .....ooevvvvviveeiiiieiieeeeeeeceeeeeeeee 1,049,004 1,049,004
Intergovernmental receivables........ccooeecinnccnnnne. 892,254 892,254
Tuition contracts receivable ........cocoveevvviveveieeiienens 216,459
Due from primary government...........coeeueervruenees 3,703
Due from component Units ..........ecceeevverereerneuennes 551 551
Other accounts receivable.........cccoeevuvvevvieincieennen. 495,009 190,006 685,015 458,850
Loans and notes receivable, net.......ccccveveevveevenieennnns 12,252 546,368 558,620 77,935
Investment in direct financing leases...........cccooeueeee. 442 476 442 476 265,767
Other aSSEtS ...ccuvveiieiieeeieeeeeeee et 6,589 20,185 26,774 21,371
Collateral for lent seCUrities ........eeeeveeevveeevereeeennen. 358,709 358,709
Restricted assets:
Cash and cash equivalents..........cccccevruevcinnnnnne. 34,228 1,928,522 1,962,750 69,608
INVESTMENTS voeevieiieiieieeeeeeeeeee e e 1,337,862 1,337,862 102,455
Deferred charges.......cccooveueeeinnecinnciciineee 15,948 15,948
Loans and notes receivable, net.........cccoeuveevneennn. 5,653 3,032,809 3,038,462
(@ 1 3 1=, ST 33,345 33,345 27
Capital assets, net of accumulated depreciation
Land .o 2,877,333 305,062 3,182,395 149,576
Art and historical treasures.....ccueeeeeeeeveeveeeeeeeennns 27,795 27,795 392
Structures and other improvements .................... 3,528,560 27,344 3,555,904 3,160,508
Equipment ....c.ccoovviiiiiiiiiiiic 805,775 12,209 817,984 374,698
INfrastriCtULE  ..veeeeeeie ettt 8,356,757 1,526,122 9,882,879 143,060
Construction in Progress.........oeeveeeeeeuererereruenenes 3,215,853 557,194 3,773,047 405,381
Total capital assets.......ccovrevuereeininrererecininnennes 18,812,073 2,427,931 21,240,004 4,233,615
TOtal @SSELS c.vvveeeeeee et 25,159,680 10,996,750 36,156,430 8,409,945
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Primary Government

Governmental Business-type Component
Activities Activities Total Units
Liabilities
Salaries payable........ccccooveiiiinniiiinice 162,498 162,498 85,650
Vouchers payable........ccccoiiiiniiiiiniiine, 419,982 419,982
Accounts payable and accrued liabilities .................. 1,435,167 320,477 1,755,644 192,237
Internal balances....coouveeeeeeeeeeeeee e (30,554) 30,554
Due to component units.........cceueevevveveeieiiieinne e 3,703 3,703
Due to primary government..........ccoceeeveueiiiernenncns 551
Accounts payable to political subdivisions .............. 269,899 269,899
Unearned reVenUe........coovveieveeeeeieeeeeeeeeeeeeeeee e 28,897 20,276 49,173 197,205
Matured bonds and interest coupons payable .......... 158 158
Accrued insurance on loan losses .........ccceeevveernnnen. 8,407 8,407 5,370
Other Habilities. ..eeeeeeeeeeeeeeeeeeeee e 1,852
Collateral obligations for lent securities ................... 358,709 358,709
Bonds and notes payable:
Due within one year ......ccoveeerevnenicnncneenes 540,935 186,801 727,736 94,220
Due in more than one year .......cccoeevvveneneneenennes 6,614,438 4,854,538 11,468,976 1,273,932
Other noncurrent liabilities:
Due within one year ......ccoveeerevnenicnncneenes 410,956 45,928 456,884 150,085
Due in more than one year .......cccoeevvvenvnenenennee 2,863,795 172,330 3,036,125 791,950
Total iabilities ...c..covevveereeeeiieeeeciececeeerees 13,078,583 5,639,311 18,717,894 2,793,052
Net Assets
Invested in capital assets, net of related debe............ 14,267,201 1,685,176 15,952,377 3,238,123
Restricted for:
Human resources.....uuuuvviiiiiiiiiiiiiiiieieeceeeiivnnenes 12,351 12,351
et SEIVICE . eeee et e e 66,693 133,214 199,907 8,296
Capital improvements and deposits .................... 2,768 96,994 99,762 20,379
Higher education-nonexpendable ...................... 647,202
Higher education-expendable ...........ccccccceennes 512,549
Unemployment compensation benefits................ 1,052,803 1,052,803
Loan programs.........cceueueueeerenueucinenieneenisnereenns 5,653 1,035,596 1,041,249 74,431
Insurance programs..........coceeveiiiiiininincinnncne, 103,332 103,332
(@ 1 3 1=, SRR 414 414
Unrestricted (deficit) ..ooovvvveveeiveieieieeeeeeeeeeee e (2,273,983) 1,250,324 (1,023,659) 1,115,913
TOTAl N ASSEES cueeeeeeeeeeeeeeeeeeeeeeeeeaeens $12,081,097 $5,357,439 $17,438,536 $5,616,893

The accompanying notes to the financial statements are an integral part of this financial statement.
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STATE OF MARYLAND
Balance Sheet
Governmental Funds

June 30, 2008
(Expressed in Thousands)

Special Revenue

Maryland Other Total
Department of ~ Governmental =~ Governmental
General Transportation Funds Funds
Assets:
Cash and cash equivalents ........c.cccovvveeninncccnennen $ 161,524 $ 1,640 $ 163,164
Cash and cash equivalents — restricted ........covveenene 26,004 26,004
Cash with fiscal agent — restricted..........ccooecucurnnnne $ 8,224 8,224
Equity in pooled invested cash ........ccccccvrvicucinnnne 2,462,790 12,199 316,974 2,791,963
INVESTMENTS 1.vvvrevreeieeieereteereerestessessessessesesseseseessens 9,401 9,401
Prepaid Items....coevevveuereeerieinieenceneeneceereeeeeenene 343,531 74,570 418,101
Taxes receivable, NEt .....ccvevvievevvieiiirieiecreeeeereeeene 951,242 82,432 15,329 1,049,003
Intergovernmental receivables...........ccccocoeeiniicinnnne 676,252 216,002 892,254
Other accounts receivable..........coocvveveiiiiiviieiiiieenns 418,036 76,566 407 495,009
Due from other funds ......cccoooveuveiveieeiiiiceeeeeeene 51,794 99,880 15,752 167,426
Due from component units........c.coeeveeeerenrereeerennens 551 551
TNVENLOTIES c.vvievieeeieeiie ettt e 25,005 74,458 99,463
Loans and notes receivable, net........c..ccoeevvrevviennnen. 3,778 3,760 4,714 12,252
Loans and notes receivable — restricted .........ccuu.ee.... 5,653 5,653
Collateral for lent SeCUrities ..coeeeueeeeeeeeeeeeeeeeeeeeeeennn. 358,709 358,709
TOTAl ASSCTS weeeeeeeeeee et e eeeeeeeeeeeeeeeeeeens $5,462,613 $667,511 $367,053 $6,497,177
Liabilities:
Salaries payable........ccceueueueieieieieieieieieieeeeeeeeee $144,966 $17,532 $ 162,498
Vouchers payable.......c.cccoeireincinciiniincneceenn 300,745 49,991 $ 69,246 419,982
Accounts payable and accrued liabilities ................... 1,001,489 309,707 25,073 1,336,269
Due to other funds........cooeveeiveieiieieeceeeeeeeeeeeeee 119,126 17,746 136,872
Due to component units ........cceeeeevevvenieniennennenienne. 3,703 3,703
Accounts payable to political subdivisions ............... 187,619 75,517 6,763 269,899
Deferred reVenue .........ocvveeveeiueeeieeiiieecieecee e 363,481 46,767 69 410,317
Matured bonds and interest coupons payable............ 158 158
Accrued self-InSurance Costs.......cueevvvurvevvureervueeeennen. 97,187 97,187
Collateral obligations for lent securities .................... 358,709 358,709
Total liabilities .....ccveevveevireciiieiieciiecrecieen, 2,577,025 517,260 101,309 3,195,594
Fund balances:
Reserved for:
State reserve fund ..........coeeviiieiiiiiiiieeeeeeee e, 720,298 720,298
Encumbrances.....c.ocoeveeeeeiieeeeieeeeeeeeeeeeeeee e 283,379 23,931 321,443 628,753
Prepaid items and inventories..........oeeererveveeenennen 368,306 149,028 517,334
Loans and notes receivable .........c.ccoceveevievvenneennnne. 3,445 3,760 9,955 17,160
CONSLrUCtiON PrOJECTS...cvveveeueruirriererierienresieseenennens 2,768 2,768
Restricted reVenUES.....couvveeeeeeeeieeeeeeeeieeeeeeeeeeeenn 12,764 12,764
DEDT SEIVICE vt 8,128 8,128
Unreserved:
DesigNated ..ceeeererereririrrsersr s 537,984 537,984
Undesignated (deficit), reported in:
General fund ........ccooeveevieeieiieeeeeeee e 959,412 959,412
Special revenue fund........cccoeoivveininnecninnes (29,2306) (29,236)
Non-major debt service funds .........ccceeeeirineee 54,263 54,263
Non-major capital projects fund.........cccccoeuvueneeee (128,045) (128,045)
Total fund balances ........c..coeeeevevieeieiricniennen, 2,885,588 150,251 265,744 3,301,583
Total liabilities and fund balances................. $5,462,613 $667,511 $367,053 $6,497,177

The accompanying notes to the financial statements are an integral part of this financial statement.
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STATE OF MARYLAND
Reconciliation of the Governmental Funds’ Fund Balance
to the Statement of Net Assets’ Net Assets Balance

June 30, 2008
(Expressed in Thousands)

Amounts reported for governmental activities in the Statement of Net Assets (pages 22-23)
differ from the amounts for the governmental funds’ fund balances because of:

Amount in governmental funds, fund balance (page 26) .......coccccveiririeecinininieirniecrrecce e $ 3,301,583
Capital assets used in governmental activities are not financial resources
and, therefore, are not reported in the fUnds.......oeceeiririeiiininieciccec s 18,812,073
Taxes and other receivables that will not be available to pay for current-period
expenditures and, therefore, are deferred in the funds.......c.ccovieeiiiniiiinniiccccce 381,420
Accrued interest payable on bonds and capital leases are not liquidated
with current financial resources in the governmental funds.........cccccovvviecinnieiiinnicecce (128,698)
Deferred charges not available to pay for current period expenditures..........oeeervvereeirnrereicinneeenneenenenes 11,266
Other assets not available to pay for current period expenditires. ......ccoeevrveeeirnrererirnereiineeeeerenenenenes 6,589

Long-term liabilities are not due and payable in the current period
and, therefore, are not reported in the funds:

General Obligation Bonds.....c.ccuvveueuciriiieiiininieiciineccrre ettt (5,493,830)
Deferred charges to be amortized over the life of the debt ....c.ccoovvveeiriniiciiinniiicccce 40,603
Premiums to be amortized over the life of the debt........couoviiiiiiiiiiiiicececeece e (353,291)

Transportation BONAS .....c.ceveueuiiriiieiiiniieicieec ettt (1,268,815)
Deferred charges to be amortized over the life of the debt ....c.ccoovveeiiiniiciciniiiiecccce 5,350
Premiums to be amortized over the life of the debt........couivviiiiiiiiiiiicceceee e (85,390)

ACCIUE SEIf-INSUIANCE COSES...vviuviiiuriiiriiitieiteeeteeeteeeteeeteeeteeeseeesteesaeeesseesteeeseeesseesseeeaeessseanssessssenteesnseenres (220,512)

AcCrUed anNUAL LEAVE ......ccvviiiiiiie ittt ettt ettt e ettt e et e ettt et e et e e teeeaeeeteeenaeeares (276,372)

PenSION LIADIIITIES .. eevveievieceie ettt ettt eae ettt e e et e e e e et e e e e eateeateeeaeeeateeesesenaseeaseenseeeneeeneeeereeenseenns (800,015)

Other post-employment benefits Hability .........cceeiriiieueinirieeiiniiieicineecieceercee e (695,921)

Other long term HabIilItIes ...e.c.cvrieveueiriiieieiirereiir ettt st (374,042)

Obligation under capital [EaSes .......c.cvrurieueuiriniereiiinirieicirir ettt (515,134)

Obligations under capital leases with COMPONENT UNITS ...euvvevviirriierieiirieieieireeeceereee et (265,767)
Net assets of governmental activities (PAZE 23) ..veveveuerrrrereeirireereiiireeieteeneeresesetsaeseseseseeseseesesseseseesnes $12,081,097

The accompanying notes to the financial statements are an integral part of this financial statement.
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STATE OF MARYLAND

Statement of Revenues, Expenditures, and Changes in Fund

Balances, Governmental Funds, For the Year Ended June 30, 2008
(Expressed in Thousands)

Special Revenue

Maryland Other Total
Department of Governmental ~ Governmental
General Transportation Funds Funds
Revenues:
TNCOME TAXES .vvevreereereeereeveeereeeeeereeeeereeeaeereesaeereeneas $ 7,868,899 $ 7,868,899
Sales and USE TAXES ...eovveeveereeeriereeereeeeereeeeereeeaeereenea 3,748,933 3,748,933
Motor vehicle taxes and fees .......c.cccovveevveevireirieninenns $1,920,460 1,920,460
Other taXeS....ceuvieirieeieeireecie e ere et eaeeeteeeereeeaee s 1,816,652 $ 628,231 2,444,883
Other licenses and fees .........cccueeeveeieeeinienircirieeieenns 651,079 651,079
Charges for Services ........coeovviriiiiiiiiiiiniccene 732,103 376,563 1,108,666
Revenues pledged as security for bonds..................... 77,541 77,541
Interest and other investment income...........c..coue..u.. 296,636 3,736 7,031 307,403
Federal revenue.........c.covviveruiiieeiciecreeeveereeveeveeeene 5,846,077 746,447 11,824 6,604,348
OTher cavieieete e 188,575 25,666 514 214,755
Total FeVENUES. ..cccvvieieeeieeeeeeeeee e 21,148,954 3,150,413 647,600 24,946,967
Expenditures:
Current:
General GOVErNMENT.....coocucuiiririciiiieieiceeireeeneeae 727,119 727,119
Health and mental hygiene...........ccoccoiiniiinn. 7,536,747 7,536,747
EdUcation....cccueiiceieceeecceeeeeeeeeee e 6,416,930 369,894 6,786,824
Aid to higher education.........ccccccovviiinniccinnn 1,581,016 270,363 1,851,379
Human reSources.......coovvvviiiicieeeeeeieieeeeeeeeieeeeeenn 1,761,284 1,761,284
Public safety .....oevvevirieireinicircce e 1,835,652 1,835,652
TranspoOrtation......c.ceeeeeuereerenierenieeneeeneeeseeesenee 1,262,973 1,262,973
Judicial..c.ooveeeiieeceieiiceeeeee e 556,056 556,056
Labor, licensing and regulation............cccccoeeeuncne 166,848 166,848
Natural resources and recreation.........ccceeevevveeneee.. 188,675 188,675
Housing and community development.................. 244,581 244,581
ENVITONMENT ceteieiiieee e e e eeeeaees 95,918 95,918
Agriculture ......oooiiiiiiiiiie 147,494 147,494
Business and economic development..................... 94,503 94,503
Intergovernmental grants and revenue sharing....... 408,208 855,336 334,190 1,597,734
Capital outlays ...c.coeeervevereniienieneeeee 1,400,238 76,268 1,476,506
Debt service:
Principal retirtement.........eeverereeueueenirieieesreeeieens 497,300 497,300
LTS ) R UORUOPRRRPRRRRY 315,010 315,010
Bond ISSUANCE COSES ...vvviririieiirieeirieeeeiieeeeeee e 450 2,219 2,669
Total expenditures ......c.coevvvveveeerireerecrirnrencenenens 21,761,481 3,518,547 1,865,244 27,145,272
Deficiency of revenues under
EXPENAITULES coovenenrreviiierenieterereee e (612,527) (368,134) (1,217,644) (2,198,305)
Other financing sources (uses):
Capital 1eases.....c.couvermereinniereieinnieeinneeceserenees 31,185 31,185
Other long-term liabilities.......c.ovvevecerriereinenrnnenaes 102 102
Bonds issued .......coveeveeiiiiiiiiiieeeeeee e 226,755 779,986 1,006,741
Bond premium....c.ooeueinnieiciiniccinneccceenees 22,638 42,024 64,662
TranSers iN...cveceeerececeee ettt 648,718 190,761 340,956 1,180,435
TEANSEEIS OUT.eveeeeeeeeeeeeeeeeeeeeeeeeeeeee e (440,755) (248,908) (12,836) (702,499)
Total other sources of financial resources .............. 239,148 191,348 1,150,130 1,580,626
Net changes in fund balances ..........c.ccccce.... (373,379) (176,786) (67,514) (617,679)
Fund balances, beginning of the year...........ccccccennee. 3,258,967 327,037 333,258 3,919,262
Fund balances, end of the year.........ccceveiveireinennne. $ 2,885,588 $ 150,251 $265,744 $ 3,301,583

The accompanying notes to the financial statements are an integral part of this financial statement.
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STATE OF MARYLAND
Reconciliation of the Statement of the Revenues, Expenditures,
and Changes in Fund Balances of Governmental Funds to the

Statement of Activities, For the Year Ended June 30, 2008
(Expressed in Thousands)

Amounts reported for governmental activities in the Statement of Activities (pages 24-25) are
different from the amounts reported in the Statement of Revenues, Expenditures,
and Changes in Fund Balances of Governmental Funds because of the following:
Net change in fund balances - total governmental funds (page 28) .....c.ccovveveinneeccnnccinnicennes $ (617,679)
Governmental funds report capital outlays as expenditures. However, in the Statement of
Activities, the cost of those assets is allocated over their estimated useful lives and
reported as depreciation expense. This is the amount by which capital outlays exceed
depreciation in the current period.
Capital OULLAYS «.cevvvveiiiicicii ettt $1,698,837
DIEPIECIATION EXPEIISE....trvuveveriairereriairteteteitrtntetetetssesebtatasesesesestesebesesesseses st sseseseaessesebeseensenenencs (942,187) 756,650

The net effect of various miscellaneous transactions involving capital assets
(i.e., sales, trade-ins, and donations) is to decrease net assets.

Net loss on disposals and trade-ins ......c.cccovvveueirrieeinininieicieecect et (125,889) (125,889)

Revenues in the Statement of Activities that do not provide current financial resources are
not reported as revenues in the governmental funds:
Deferred revenues for taxes are recognized,

net of revenue already recognized in the Prior Year «......occccivvieeinneieininiireeenneeerenenenenes 16,531
Deferred revenues for other revenues are recognized,
net of revenue already recognized in the Prior Year ........ccceevvviecininiecirinieneeenneeerenenenenes 15,645
Revenues from other assets are recognized, net of revenue recognized in the prior year.............. (2,257) 29,919

The issuance of long term debt (e.g. bonds, leases) provides current financial resources to
governmental funds, while the repayment of the principal of long term debt consumes
current financial resources of governmental funds. Neither transaction, however, has any
effect on net assets. Also, the governmental funds report the effect of issuance costs,
premiums, discounts and similar items when debt is first issued, whereas these amounts
are deferred and amortized in the Statement of Activities. This amount is the net
effect of these differences in the treatment of long term debt and related items.

Debt issued, General Obligation Bonds..........ccovvieueininiecininiecininectnececseee e (779,986)
Debt issued, Transportation Bonds........c.cccvevieueiririerciioininiecinineeeeneeceneneee e (226,755)
Capital [ease fINANCING . ...ccuiuiiriiriiiii ettt (31,185)
Other long-term fINANCING ......ooveveuiiririeieirinieiein ettt ettt seaes (102)
Premiums, disCOUNts and ISSUANCE COSLS.....eivrurirriiirriirieirieeeeeeteeesteeeseeeseeeseeeseesseeesseesseesseesseeas (27,361)
Principal repayments:
General Obligation Bonds.......cccovueeiriniecininieieiiniecennee ettt 428,310
Transportation BONAS .....c.coveveuiiriiieiciniieicieccrce ettt 68,990
CaPILal LEaSES . .vivininireieiiirieic ettt ettt 64,031
Other long-term fINanCIng ........oeueeoiririeeininieieitreeeerer ettt ese e rese et 22,296 (481,762)

Some expenses reported in the Statement of Activities do not require the use of current
financial resources and, therefore, are not reported as expenditures in the governmental funds:

ACCIUEA INEEIEST. .. ivvieeeieeeeie et et eeeeeeeteeeaee et e e e ete e e e e eteeeateesteeeaeeeseessaeeesessaseessseenseesseesneeeseean (8,510)

Compensated aDSENCES .......euiiriereuiiriiicicirireteetr ettt 1,550

SEfoINSUIANICE vttt ettt ettt et e et et e et e ettt e et e eateeeaeesateeeseeenaeeenteenseesseeenteeeseeenaeenaeean (16,509)

Net pension ODLZATION ......c.covvveviiririiieiiiririeetrree ettt (153,975)

Other post-employment benefits Hability .......ceevviereiiriniiieeiininiecinecieeccee e (695,921)

Other long term Habilites ......oveveuieiririeiiiirinieiciinectreccerr ettt 10,631 (862,734)
Change in net assets of governmental activities (PAZe 25) ...eveveuererveverereriereriiriniereieirrereresesesrereseennes $(1,301,495)

The accompanying notes to the financial statements are an integral part of this financial statement.
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STATE OF MARYLAND
Enterprise Fund
Financial Statements

Major Funds

Economic Development Loan Programs

This fund includes the direct loan programs of the Maryland Departments of Housing and
Community Development, Business and Economic Development and Environment.

Unemployment Insurance Program

This fund reflects the transactions, assets, liabilities and net assets of the Unemployment Insurance
Program and is used to account for the unemployment assessments collected from employers,
Federal revenue received and remittance of benefits to the unemployed.

Maryland State Lottery Agency

This fund accounts for the operation of the State Lottery.

Maryland Transportation Authority

This fund accounts for the activity of the Maryland Transportation Authority, which is
responsible for the operation and maintenance of toll roads, bridges and tunnels in the State.

Non-major Funds

Other Enterprise Funds

Individual non-major enterprise funds are presented in the combining section
following the footnotes.
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STATE OF MARYLAND
Statement of Fund Net Assets
Enterprise Funds

June 30, 2008
(Expressed in Thousands)

Economic

Maryland

Development Unemployment  State

Maryland Other

Loan Insurance Lottery  Transportation Enterprise
Programs Program Agency Authority Funds Total
Assets-
Current assets:
Cash and cash equivalents.................. $ 1,907 $ 76269 $ 10 $ 78,186
Equity in pooled invested cash........... $ 484,525 59,144 116,588 660,257
TOVESTMENTS weveeeeeeeeeeeeeeeeeeeeeeeeeeeeeeens 5,022 181,751 186,773
Other accounts receivable.................. 6,113 $ 105,550 34,920 35,523 7,900 190,006
Due from other funds..........coccun...... 37,799 1,632 820 40,251
INVENTOTIES..evveevieveeerecreereereeereereerens 4,576 11,990 16,566
Loans and notes receivable, net.......... 22,980 127 23,107
Investment in direct financing leases.. 45,921 45,921
Other assets......covueevrieeveeeveecreeereennn. 47 241 288
Current restricted assets:
Cash and cash equivalents.............. 470,309 471,897 942,206
Cash on deposit with U.S. Treasury.. 986,316 986,316
INVESTMENTS ceveeeeeeeeeeeeeeeeeeeeeeeeeeean 175,103 33,425 460,846 669,374
Loans and notes receivable, net...... 99,119 99,119
Other accounts receivable.............. 33,024 33,024
Total current assets.................... 1,333,994 1,093,498 129,443 1,277,603 136,856 3,971,394
Non-current assets:
TOVESTMENTS veveeeeeeeeeeeeeeeeeeeeeeeeeeeeeeees 70,533 7,778 1,205 79,516
Due from other funds..........c.couv...... 7,908 7,908
Loans and notes receivable, net.......... 522,848 413 523,261
Investment in direct financing leases.. 396,555 396,555
Other assets ..eeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeenne 19,897 19,897
Restricted non-current assets:
INVESTMENTS ceveeeeeeeeeeeeeeeeeeeeeeeeeeean 541,050 127,438 668,488
Deferred charges........ccccccevveennne 15,948 15,948
Loans and notes receivable, net...... 2,933,690 2,933,690
Other accounts receivable.............. 321 321
Capital assets, net of accumulated
depreciation:
Land....ooooeiiiiiiiiiiieiee e 305,062 305,062
Structures and improvements ......... 26,414 930 27,344
T T 64 837 4,379 6929 12,209
Infrastructure......ccoceveevveeereeeveennenn. 1,526,053 69 1,526,122
Construction in progress ................ 557,194 557,194
Total non-current assets............. 4,084,454 128,275 2,851,240 9,546 7,073,515
Total assets.....cceeveeeeeeeeeeennn. 5,418,448 1,093,498 257,718 4,128,843 146,402 11,044,909
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Economic Maryland

Development Unemployment ~ State Maryland Other
Loan Insurance Lottery  Transportation Enterprise
Programs Program Agency Authority Funds Total
Liabilities-
Current liabilities:
Accounts payable and accrued liabilities... 86,544 40,695 40,598 150,285 2,355 320,477
Due to other funds....c.ccoeeuecinnecenne 1,600 39,418 35,937 350 77,305
Accrued insurance on loan losses .......... 676 7,731 8,407
Other liabilities.....coveeueeirerericiriniereenns 9,310 33,673 1,659 1,286 45,928
Unearned revenue..........cccoeeeveveveueennnne 27 2,627 16,139 1,483 20,276
Revenue bonds payable - current........... 137,355 49,446 186,801
Total current liabilities........cccccrveee.. 235,512 40,695 116,316 253,466 13,205 659,194
Non-current liabilities:
Due to other funds....c.ccoeveueeinnecnnne 1,408 1,408
Other liabilities.......coveereirieirieirienenen 24,698 112,473 33,101 2,058 172,330
Revenue bonds payable............ocucuee. 2,995,135 1,859,403 4,854,538
Total non-current liabilities.............. 3,019,833 112,473 1,892,504 3,466 5,028,276
Total liabilities .......coeecerivueuceenne 3,255,345 40,695 228,789 2,145,970 16,671 5,687,470
Net Assets-
Invested in capital assets, net of related
deD i 64 189 1,678,752 6,171 1,685,176
Restricted for:
Debt service....oueinnieeinneieiininieceene 3,464 129,750 133,214
Capital improvements ........c.cccevveveuenne 96,994 96,994
Unemployment compensation benefits. 1,052,803 1,052,803
Loan programs .........ccccceeeereeeeuenreneennes 1,035,596 1,035,596
Insurance programs ........cccceeevevvenennne. 103,332 103,332
Unrestricted .o.ooveveeereeeneenieeneeseesenenne 1,123,979 28,740 77,377 20,228 1,250,324
Total net assets......oevvevereererveerueennes $2,163,103 $1,052,803 $ 28,929 $1,982,873  $129,731 $5,357,439

The accompanying notes to the financial statements are an integral part of this financial statement.
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STATE OF MARYLAND
Statement of Revenues, Expenses
and Changes in Fund Net Assets

Enterprise Funds

For the Year Ended June 30, 2008
(Expressed in Thousands)

Economic Maryland
Development Unemployment — State Maryland Other
Loan Insurance Lottery  Transportation Enterprise
Programs Program Agency Authority Funds Total
Operating revenues:
Lottery ticket sales.....c.cocveveueeirniereennne $1,673,038 $1,673,038
Charges for services and sales................ $ 72,038 $ 391,212 $ 353,125 $ 53,403 869,778
Loan and grant recoveries ......c..c.oueunu.. 2,140 2,140
Unrestricted interest on loan income..... 19,083 541 19,624
Restricted interest on loan income........ 133,246 133,246
Other .ooovveiieeeeieeeeeeeeeeee e 3,385 12,501 42 15,928
Total operating revenues................... 229,892 391,212 1,673,038 365,626 53,986 2,713,754
Operating expenses:
Prizes and claims.........ccoevevveeveereennennen. 956,887 956,887
Commissions and bonuses.................... 117,824 117,824
Cost of sales and services ..........coeuvenn.. 22,525 37,614 60,139
Operation and maintenance of facilities 184,259 184,259
General and administrative................... 32,012 35,693 32,692 10,754 111,151
Benefit payments.......c.coceveveveeenniereenene 544,109 544,109
Capital grant distributions...........ccc.c.... 34,593 34,593
Depreciation and amortization.............. 1,532 628 59,616 1,351 63,127
Provision for
insurance on loan losses ................... 17,478 1,946 19,424
Other ..o 19,960 19,960
Total operating expenses .................. 105,575 544,109 1,133,557 276,567 51,665 2,111,473
Operating income (loss).............. 124,317 (152,897) 539,481 89,059 2,321 602,281
Non-operating revenues (expenses):
Unrestricted interest and other
investment iNCOME. .........coevevvervennnn. 13,377 4,710 7,717 25,804
Restricted interest and other
investment iNCOME........c..cceevveervenen. 57,158 49,636 47,362 5,471 159,627
Interest EXPense ....ceveveverervereeecrueuereenens (147,754) (30) (49,154) (196,938)
Federal grants and distributions............ 44,205 13,430 57,635
Other oo (534) 12,516 (12) 11,970
Total non-operating revenues
(EXPENSES) vevvvrvrvererenrererenerneneees (33,548) 63,066 4,680 18,441 5,459 58,098
Income (loss) before transfers........... 90,769 (89,831) 544,161 107,500 7,780 660,379
Transfers iN.....ccveeeeceeereeieereeeeee e 40,854 36,000 76,854
Transfers OUL ..c.veeveeeeeeeieeeeeeeeeee e (3,996) (11,390)  (529,404) (10,000)  (554,790)
Changes in net assets..........c...... 127,627 (101,221) 14,757 143,500 (2,220) 182,443
Total net assets - beginning of the year ...... 2,035,476 1,154,024 14,172 1,839,373 131,951 5,174,996
Total net assets - end of the year................ $2,163,103 $1,052,803 $ 28,929 $1,982,873  $129,731 $5,357,439

The accompanying notes to the financial statements are an integral part of this financial statement.
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STATE OF MARYLAND

Statement of Cash Flows

Enterprise Funds

For the Year Ended June 30, 2008

(Expressed in Thousands)

Economic Maryland
Development Unemployment  State Maryland Other
Loan Insurance Lottery  Transportation Enterprise
Programs Program Agency Authority Funds Total
Cash flows from operating activities:
Receipts from customers.............cccu.... $ 420,629 $392,003 $1,663,972  $342,371 $ 52,192 $2,871,167
Payments to suppliers .......cccoeeervuereenene (1,748) (48,756)  (111,161) (33,607)  (195,272)
Payments to employees.......c.ccceuvueueuenene (11,316) (12,254) (81,380) (16,487)  (121,437)
Other receipts (payments) .......oceevenene (1,072,560) (546,103)  (115,989) 20,258 4,206 (1,710,188)
Lottery prize payments .......cceeveveveunnes (951,186) (951,186)
Net cash from operating activities....  (664,995) (154,100) 535,787 170,088 6,304 (106,916)
Cash flows from non-capital
financing activities:
Proceeds from the sale of
revenue bonds.........coooeveiiieienennnn. 557,489 557,489
Payment on revenue bonds................... (509,060) (14,880) (523,940)
Interest Payments .......coeeeevveveruerernennnnen (142,108) (24,376) (166,484)
Transfers 1N eeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeenn 6,122 36,000 42,122
Transfers OUt.....oveevveeeeeeeeeeeeeeieseeeene (3,996) (11,390)  (534,014) (10,000)  (559,400)
GIANLS wovvieeeieeeeeeee e 44,205 13,430 57,635
Lottery installment payments............... (93,087) (93,087)
Other ..oovveieieeieeeee e (3,519) 7,750 55,113 59,344
Net cash from
non-capital financing activities.... (50,867) 9,790 (571,988) (3,256) (10,000)  (626,321)
Cash flows from capital and related
financing activities:
Proceeds from interfund borrowings..... 1,758 1,758
Proceeds from notes payable and
revenue bonds........cceceeeviiieiieiiennnn. 859,123 859,123
Principal paid on notes payable and
revenue bonds........ccoeevevviiieiieeiennnn. (31,542) (31,542)
Interest payments ......c.coceveveueereruereuennns (30) (32,849) (32,879)
Acquisition of capital assets..........c........ (22) (548,288) (3,533) (551,843)
Payments of capital lease obligations..... (476) (476)
Net cash from capital
and related financing activities ... (22) (506) 246,444 (1,775) 244,141
Cash flows from investing activities:
Purchase of investments............ccoceuvnnn. (312,631) (1,311)  (5,392,426) (5,706,368)
Proceeds from maturity and
sale of INVeStMENts ......c..ccveeeveeereen. 751,480 37,974 4,970,277 5,759,731
Interest on INVEStMENTS.......ccveeereerurennns 62,714 49,636 84,587 5,471 202,408
Receipts from investment in direct
financing leases ........cccceoeueieieieuennnnnne 18,023 18,023
Net cash from investing activities..... 501,563 49,636 36,663 (319,539) 5,471 273,794
Net changes in cash and cash
equivalents ......covevevecrenierercinenen (214,321) (94,674) (44) 93,737 (215,302)
Balance - beginning of the year........ 684,630 1,080,990 1,951 454,429 10 2,222,010
Balance - end of the year.................. $ 470,309 $ 986,316 $ 1,907 $ 548,166 $ 10 $2,006,708
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Economic

Maryland

Development Unemployment ~ State Maryland Other
Loan Insurance Lottery  Transportation Enterprise
Programs Program Agency Authority Funds Total
Reconciliation of operating income (loss)
to net cash provided by operating
activities:
Operating income (1088) ....ceverrvrireeerennene $ 124,317 $(152,897) $539,481 $ 89,059 $2,321 § 602,281
Adjustments to reconcile operating
income (loss) to net cash from
operating activities:
Depreciation and amortization.............. 1,532 628 59,616 1,351 63,127
Effect of changes in non-cash operating
assets and liabilities:
Equity in pooled invested cash.............. (228,134) 1,699 4,678  (221,757)
INVESTMENTS voeeeveeeeeeeeeeeeee e (476) (476)
Other accounts receivable.........coene.... (8,052) 908 (5,897) (312) (952) (14,305)
Due from other funds.........ccccovveeeunennn. 11,031 (117) 929 11,843
INVENLOIIES. c.vevieeeeeeeerereereeeeereereereeneeeenns 547 (1,562) (3,164) (4,179)
Loans and notes receivable.................... (573,297) 32 (573,265)
Other asSets ....ccvvvvevieeeeeeeeeeeeeeeeeenns 176 (237) (61)
Accounts payable and accrued
liabilities ...vveveeuiieieiieeeeieeeeeeeee 14,386 (1,994) 1,110 16,734 288 30,524
Due to other funds........ccocvevvviiviecnnnnn. (146) 763 617
Accrued insurance on loan losses .......... 200 1,558 1,758
Other liabilities....cooveeeeeeeeeeeeeeeeeeenen. (6,352) 1,213 2,369 300 (2,470)
Unearned revenue. .......oo.eeeeeeeeveeeeeeennnn. (4) (3,170) 2,492 129 (553)
Total adjustments ........cocevvererererennes (789,312) (1,203) (3,694) 81,029 3,983  (709,197)
Net cash from operating activities.............. $(664,995) $(154,100) $535,787 $170,088 $6,304 $(106,916)
Noncash transactions (amounts
expressed in thousands):
Unrealized gain (loss) on investments........ $ (7,801) $ 4,708 $ (4,735)
Additions to leased capital assets................ 37,492

The accompanying notes to the financial statements are an integral part of this financial statement.
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STATE OF MARYLAND
Statement of Fiduciary Net Assets
Fiduciary Funds

June 30, 2008

(Expressed in Thousands)

Postretirement
Pension and Other Investment Health
Employee Benefits Trust Benefits Agency
Trust Funds Fund Trust Fund Funds
Assets:
Cash and cash equivalents......c.ccccoverriniinecnne $ 1,743,294 $118,802 $ 101,196
Equity in pooled invested cash.......c.cccveeiniencnns 1,669,571
Investments:
U.S. Treasury and agency obligations............... 637,011 $1,299,427
Repurchase agreements..........cccovvvveveeieirecncnce. 409,353
BONAS ceeieeeee e 1,623,715
Corporate equity SECCULITES. ..eveververerrererverennene 8,122,414
Commercial paper......ccoeevvveeeeereeneeneennenes 172,282
Bankers acceptances........covveevverieenieineennne, 107,662
Mortgage related securities..........coccinininnnne. 2,226,345
Mutual funds......ooeeeeeeeeeeeeeeeeeeeeeeeeeeaaeen 21,579,592 269,262
Guaranteed investment CONtracts..........c..cuv.... 629,093
Real €5Tate e 1,249,452
ANNUILY CONELACES vevvvenveveieeirieeirieenieenieenieneas 129,460
Private eqUity....coeveereeerieririeieeeeeeneeeneennenes 830,433
Investments held by borrowers under
securities lent with cash collateral................ 1,768,886
Total INVESTMENTS c.vneeeeeeeeeeeeeeeeeeeeeeenns 38,796,401 2,257,986
Taxes receivable, NEt cooeveeveeeeeeeeieeeeeeeeeeeeeeeeen 239,559
Other receivables .....oooeeeeeeeeee e 894,125 3,817 5,634 2,200
Collateral for lent SECUTItIES «..eeeeeeeeeeeeeeeeeeeeeeeaaannn. 1,826,516
TOTAl ASSCES +.eeeeeeeeeeeeeeeeeeeeeeeeeeeee e eeaenns 43,260,336 2,261,803 124,436 2,012,526
Liabilities:
Accounts payable and accrued liabilities ............... 2,168,465 5,180 182,748
Accounts payable to political subdivisions ........... 1,829,778
Collateral obligation for lent securities.................. 1,826,516
Total [iabilities «oeeeeeeeeeeeeeeeeeeeeeeeeeeeenn 3,994,981 5,180 2,012,526
Net assets:
Held in trust for:
Pension benefits (A schedule of funding
progress for each of the plans may be found
on pages 89 & 90) ....ooviviiiiiiiiiiiii 36,739,767
Deferred compensation benefits........cccoveuenneee. 2,525,588
Local Government Investment
Pool participants .......cocceeevereerereeeneereneeennens 2,256,623
Postretirement health benefits......ccceeeeeuveeennee... 124,436
TOtal NEE ASSELS c.eeeeeeeeeeeeeeeeeeeaeeaenns $39,265,355 $2,256,623 $124,436 -

The accompanying notes to the financial statements are an integral part of this financial statement.
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STATE OF MARYLAND
Statement of Changes in Fiduciary Net Assets
Fiduciary Funds

For the Year Ended June 30, 2008
(Expressed in Thousands)

Pension and Other Postretirement
Employee Benefits Investment Health Benefits
Trust Funds Trust Fund Trust Fund
Additions:
Contributions:
EMPIOYEIS...vevurvieieeiseieiseieieieieie ittt essesnees $ 488,174 $100,000
MEMIDELS e e s 584,695 $4,840,601
SPONSOLS ..ttt ettt ettt 604,756
On behalf payments.........cccocoreueinneeininieeecnseeeeae 24,385
Total CONErIDUTIONS «veeeeeveeeeeeeeeeeee et eeeeenn 1,677,625 4,840,601 124,385
Investment earnings:
Net decrease in fair value
O INVESTMENES ...ttt ettt (2,599,461)
TNEEIEST coieieieeeeettt e 481,574 83,761 82
DIVIAENAS 1ttt ettt e e e eeeaees 237,938
Real estate operating net earnings .............ccocceeeerecueucnne 25,096
Net change in annuity reserves...........cocoeevvueiceciiiniccccns 2,592
Total investment €arnings ........c.coeeeeeeeererererureeerunennns (1,852,261) 83,761 82
Less: INVEStMENT EXPENSE..tuvirtrveirrererrererrerterereereneereneenenne 166,430 639
Net investment €arnings ..........ccoeeeeeeerueueereruseenens (2,018,691) 83,122 82
Total additions ...uveeevvieieiiieieie e, (341,066) 4,923,723 124,467
Deductions:
Benefit payments....c.coeeeeuereeerieenieenieenicence e 2,305,551
Distributions to participants.......c.eceeveereeeerueerererreneeeneenens 83,082
Redemptions (unit transactions at $1.00 per unit).......c....... 4,509,411
RefUNAS ..o 16,223
AdmInistrative EXPEnSes.....c.cvvrveverirerierereeririerereneneerereenennens 30,493 31
Total dedUCtiONS «..eeeeeeeeeeeeeeeeeee e 2,352,267 4,592,493 31
Changes in Net assets.........coevrerieueueriniieuccierennenns (2,693,333) 331,230 124,436
Net assets - beginning of the year ... 41,958,688 1,925,393
Net assets - end of the year ......cccoeeevevnenniennininceceee $39,265,355 $2,256,623 $124,436

The accompanying notes to the financial statements are an integral part of this financial statement.
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STATE OF MARYLAND
Component Unit
Financial Statements

Major Component Units

Higher Education

Higher education consists of the University System of Maryland, Morgan State University, St. Mary’s
College of Maryland and Baltimore City Community College and certain of their foundations.
Because the universities and colleges are similar in nature and function, they have been combined

and presented as a single component unit. The financial information for certain foundations affiliated
with the universities and colleges has not been included in this fund in accordance with GASB
Statement No. 14 as amended by GASB Statement No. 39.

Maryland Prepaid College Trust
The Maryland Prepaid College Trust is a program of the College Savings Plans of Maryland

and directed by the Board to provide a means for payment of the cost of tuition and mandatory
fees in advance of enrollment at eligible institutions of higher education.

Maryland Stadium Authority

The Maryland Stadium Authority was created as a body corporate and politic and as an independent
unit of the Executive Department of the State of Maryland. The Authority’s purpose is to acquire
land and to construct, operate and/or manage various capital facilities in the State.

Non-major Component Units

Other Component Units

Non-major component units are presented individually in the combining section following the
footnotes.
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STATE OF MARYLAND

Combining Statement of Net Assets
Component Units

June 30, 2008
(Expressed in Thousands)

Maryland
Prepaid Other
Higher College Stadium  Component
Education Trust Authority Units Total
Assets:

Cash and cash equivalents .......ccccoeereinninnennne. $ 66,941 $ 12,862 $ 295 $ 7,692 $ 87,790
Equity in pooled invested cash.......c.cccveeiriencnns 1,069,758 403 1,046 43,089 1,114,296
INVESTMENES c.veevveeveeereeeeeereeee et eereereeereereeereeneeereens 534 532,662 28,224 561,420
Endowment investments ..........ccceevveereeeeveeeneeennenn 241,669 241,669
Foundation investments ...........cccevveeereeeveeeneeennenn 930,344 930,344
Tuition contracts receivable ........oooeeeeeeeeeeeeeeeanes 52,278 164,181 216,459
Other accounts receivable ........oeeeveevveeeeeeeeeieeennn. 419,189 1,665 8,708 29,288 458,850
Due from primary government..........c.ococeveereeene. 94 3,609 3,703
INVENEOTIES  eeuveeveeeereeeteeeereeeteeeereeereeereeereeereeeaneas 11,658 11,658
Prepaid Items . ....eerveerieinieiniceecrencseeeeeeee e 7,889 7,889
Deferred charges........cccocouvciiiiiciiniiciie, 1,748 3,341 5,089
Loans and notes receivable, net......ceeeeeeeeuuueeeeenens 73,394 3,913 628 77,935
Investments in direct financing leases.................... 258,148 7,619 265,767
Oher ASSELS «.eeeeeeeeeeee e eaeaaaaeens 15,948 1 5,422 21,371
Restricted assets:

Cash and cash equivalents.......cccoeeveinennnee. 69,533 75 69,608

TILVESTITICIIES eevveeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeaeeeeeaeeens 81,424 11,470 9,561 102,455

Other e 27 27
Capital assets, net of accumulated depreciation

Land .o 143,403 6,173 149,576

Art and historical treasures.........c..cceveeevveenneenne. 392 392

Structures and improvements........c.coeerveuennene. 2,942,577 195,963 21,968 3,160,508

INfrastruCtULe....cvevieeeereeeeeereeeeeete e 142,828 232 143,060

EQUIDITIENIE crvreeereereesenrereesnnessssseseesesseneesesn 356,961 136 8,335 9,266 374,698

Construction in progress...........eeueeeerurueuenenes 402,217 3,164 405,381

TOTAl ASSCES et eeeaeeaenns 7,030,806 711,909 494,904 172,326 8,409,945
Liabilities:

Salaries payable ......cccoccoerevininninninii 85,650 85,650
Accounts payable and accrued liabilities ............... 152,641 406 5,381 33,809 192,237
Due to primary government.............ccceueureererunee. 551 551
Unearned reVENUC. ....veeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeens 176,490 7,045 10,893 2,777 197,205
Accrued insurance on loan 10sses .........ceeveeeeeenn.. 613 4,757 5,370
Other lHabilities.....coeeeeeeeeee e 1,546 306 1,852
Bonds and notes payable:

Due within one year .....ccccveeiveneincinccnne. 75,617 15,557 3,046 94,220

Due in more than one year .......cccececererveveuenne. 1,010,374 256,000 7,558 1,273,932
Other noncurrent liabilities:

Due within one year .....occcvevivineinccnccnnne. 89,731 39,183 58 21,113 150,085

Due in more than one year ......c.cccccecererveveuenne 166,708 603,954 818 20,470 791,950

Total liabilities .....coveeeveuviiieieiieiieceeeceeen 1,759,921 650,588 288,707 93,836 2,793,052
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Maryland

Prepaid Other
Higher College Stadium Component
Education Trust Authority Units Total
Net Assets:
Invested in capital assets, net of related debt......... 3,010,319 136 193,311 34,357 3,238,123
Restricted:
Dbt SEIVICE . vveviierieitieeieeciieeereeeee et 2,524 2,524
Capital improvements and deposits ................. 773 9,021 298 10,092
Nonexpendable:
Scholarships and fellowships .........ccccccouene. 253,801 253,801
Research........coovieiuieeieeiiiieieccecce e 8,194 8,194
Other ..o 385,207 385,207
Expendable:
Debt SEIVICE ..cuvvierierieerieeieeereeere e 5,772 5,772
Capital Projects....coccoverereneeneeeneeneennen. 10,287 10,287
Loans and notes receivable.........c...ccocounee.e. 74,431 74,431
Scholarships and fellowships .........ccccccoueenes 126,305 126,305
Research........coouveevieeieeciieeieeeece e 107,557 107,557
Other v 278,687 278,687
UnNrestricted. . ouureueriieeirieiie et eetee e 1,010,325 60,412 1,341 43,835 1,115,913
Total NEt ASSELS vevvevevereeeeeeeeeeeeereeeeereenas $5,270,885 $61,321 $206,197 $78,490  $5,616,893

The accompanying notes to the financial statements are an integral part of this financial statement.
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STATE OF MARYLAND
Combining Statement of Activities
Component Units

For the Year Ended June 30, 2008

(Expressed in Thousands)

Maryland
Prepaid Other
Higher College Stadium Component
Education Trust Authority Units Total
Expenses:
General and administrative...........cccceeeevueeennenne.. $ 1,921 $ 7,296 $13,163 $ 22,380
Operation and maintenance of facilities............... $ 307,386 19,893 143,849 471,128
Provision for insurance on loan losses, net........... 2,837 2,837
LIS EIUCEION et et e e e eeeeeeeeeeeeeeeeeeeeeeseaeeeens 1,043,661 1,043,661
RESCArCR e 861,471 861,471
PUDLIC SEIVICE wveeeeieeeeieee et 137,991 137,991
Academic SUPPOTT...cvrvueueeirerieieiiririeieicesieieeeeas 342,383 342,383
StUdENTt SEIVICES wevvivvieiieiieeeiie ettt e 172,072 172,072
Institutional SUPPOLT....covevervevirveririeiricireeieieenes 370,546 370,546
Scholarships and fellowships........cccveeivicincnnne. 91,732 91,732
TUIION DENEILS e, 49,676 49,676
AUiliary .c..ceveeeniciniincc e 450,198 450,198
Hospitals ....o.covvviirinieicincncncccece 111,225 111,225
Interest on long-term debt......ccovvvvrivevinicrirnne 45,081 17,635 959 63,675
Depreciation and amortization ..........ccecceervevennes 52 14,505 3,074 17,631
Foundation eXpenses ........c.ccccvveereirieeneernnrennnnes 89,281 89,281
Other o 1,332 16 8,086 4,136 13,570
Total eXPenses....coeververerieirieineinieireeeeeeeenes 4,024,359 51,665 67,415 168,018 4,311,457
Program revenues:
Charges for services:
Student tuition and fees (net of $187,902
in allowances) ......oooeeueveieieiiiieceeeeeeees 1,010,058 1,010,058
Auxiliary enterprises (net of $24,579
in allowances) ......oooeeueveieieiiiieceeeeeeees 474,778 474,778
Restricted investment earnings (loss)............... (4,758) 2,209 423 (2,126)
Other e 298,876 54,406 32,036 134,411 519,729
Total charges for services.........ccocveevrirucnnne. 1,778,954 54,406 34,245 134,834 2,002,439
Operating grants and contributions..................... 1,205,508 20,536 29,977 1,256,021
Capital grants and contributions ............ccccuceee. 213,209 213,209
Total program revenues...........ccoeeeeereeeeee. 3,197,671 54,406 54,781 164,811 3,471,669
Net program revenue (expense) ............. (826,688) 2,741 (12,634) (3,207)  (839,788)
General revenues:
Grants and contributions not restricted to
Specific Programs .........cocccevveeueciiricicucicniiuenean. 1,132,291 621 1,132,912
Unrestricted investment earnings (loss)................ 75,057 (31,861) 107 3,466 46,769
Additions to permanent endowments.........ccccceveen. 1,304 1,304
Total general revenues, additions and
deductions to permanent endowments... 1,208,652 (31,861) 107 4,087 1,180,985
Changes in net assets...........cecueuenne 381,964 (29,120) (12,527) 880 341,197
Net assets - beginning of the year .............cccccceeeie. 4,888,921 90,441 218,724 77,610 5,275,696
Net assets - end of the year......c.coccovenvincincinccns $5,270,885 $61,321 $206,197 $ 78,490 $5,616,893

The accompanying notes to the financial statements are an integral part of this financial statements.
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STATE OF MARYLAND

Notes to the Financial Statements

For the Year Ended June 30, 2008

1. Summary of Significant Accounting Policies:
A. Reporting Entity

The accompanying financial statements include the various departments, agencies, and other organizational units governed by the General
Assembly and/or Constitutional Officers of the State of Maryland (State).

As required by accounting principles generally accepted in the United States of America (GAAP), these financial statements present the
state government (primary government) and its component units (entities for which the State is considered to be financially accountable). The
Governmental Accounting Standards Board (GASB) has set forth criteria to be considered in determining financial accountability. These criteria
include the State appointing a voting majority of an organization’s governing body and (1) the ability of the governing body to impose its will on that
organization, or (2) the potential for the organization to provide specific financial benefits to, or impose specific financial burdens on, the State.

Discrete Component Units

These component units are entities which are legally separate from the State, but are financially accountable to the State, or whose
relationships with the State are such that exclusion would cause the State’s financial statements to be misleading or incomplete. The
Component Units column of the government-wide financial statements includes the financial data of the following major component units.
Individual statements are presented for each component unit.

Higher Education (Proprietary Fund Type) — Higher Education consists of the University System of Maryland, Morgan State
University, St. Mary’s College of Maryland and Baltimore City Community College and certain of their foundations. Each entity is
governed by its own Board of Regents, or Board of Trustees, whose members are appointed by the Governor. The universities and colleges
are funded through State appropriations, tuition, Federal grants, and private donations and grants. Because the universities and colleges
are similar in nature and function, they have been combined and presented as a single discretely presented component unit. Some of the
financial information for foundations affiliated with the universities and colleges has not been included with the financial information of the
universities and colleges in accordance with the requirements of GASB Statement No. 14 as amended by GASB Statement No. 39.

The Maryland Prepaid College Trust (Proprietary Fund Type) is a program of the College Savings Plans of Maryland and
directed by its Board. The Board consists of five State officials and five members of the public appointed by the Governor. The
Maryland Prepaid College Trust provides a means for payment of the cost of tuition and mandatory fees in advance of enrollment
at eligible institutions of higher education. If the Trust’s contract obligations exceed the market value of Trust assets, State
appropriations may be provided.

Maryland Stadium Authority (Proprietary Fund Type) — The Maryland Stadium Authority (Authority) was created as a body
corporate and politic and as an independent unit of the Executive Department of the State. The Authority’s purpose is to acquire land
and to construct, operate and/or manage various capital facilities in the State. The Authority’s Board consists of seven members, of
which, six are appointed by the Governor, with the advice and consent of the State Senate, and one whom is appointed by the Mayor
of Baltimore City, with the advice and consent of the State Senate. The Maryland State Legislature and the Board of Public Works
(consisting of the Governor, Comptroller and Treasurer) have approved all of the projects and bond issuances of the Authority.

The non-major component units are comprised of the following proprietary fund type entities.

The Maryland Food Center Authority (Authority) is a body corporate and politic, the governing board of which is composed of
twelve members. Four members are State officials, and eight members are appointed by the Governor. The Authority has statewide
jurisdiction to promote the State’s welfare by undertaking real estate development and management activities that facilitate the
wholesale food industry activity in the public interest. It is subject to State regulations and approvals and has received State subsidies.

The Maryland Environmental Service (Service) was created as a body corporate and politic and is governed by a nine-member Board of
Directors. The Board of Directors and the officers of the Service are appointed and/or approved by the Governor. The Service helps private
industry and local governments manage liquid, solid and hazardous wastes. In accordance with direction from the Governor, the Service
plans and establishes major resource recovery facilities, solid waste management plans and hazardous waste management programs.

The Maryland Industrial Development Financing Authority (MIDFA) was established as a body corporate and politic and a
public instrumentality of the State. The Authority consists of nine members, the Secretary of the Department of Business and
Economic Development, or his designee, the State Treasurer or the State Comptroller, as designated by the Governor; and seven
members appointed by the Secretary of the Department of Business and Economic Development and approved by the Governor.
The MIDFA is subject to the authority of the Secretary and subject to State finance regulations. It provides financial assistance to
enterprises seeking to locate or expand operations in Maryland.
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The Maryland Technology Development Corporation (Corporation) was established as a body corporate and politic and a public
instrumentality of the State. The Corporation’s Board of Directors consists of 15 individuals, the Secretary of the Department of
Business and Economic Development and 14 members appointed by the Governor with the advice and consent of the Senate. Its
budget is submitted to and approved by the State, and its major revenue source is State appropriations. The Corporation was created
to assist in transferring to the private sector and commercializing the results and products of scientific research and development
conducted by the colleges and universities and to assist in the commercialization of technology developed in the private sector. The
Corporation administers the Maryland Technology Incubator Program and the Maryland Stem Cell Research Fund.

Complete financial statements of the individual component units and the Local Government Investment Pool of the Investment
Trust Fund may be requested from the Comptroller of Maryland, LLG Treasury Building, Annapolis, Maryland 21404.

Related Organizations

The Maryland Economic Development Corporation (MEDCO), Injured Workers' Insurance Fund and the Maryland Automobile Insurance
Fund are related organizations of the State. The Governor appoints a majority of the Board of Directors, but the State does not have the ability to
impose its will on the organizations, and there is no financial benefit/burden relationship. As of June 30, 2008, the Economic Development Loan
Programs, major enterprise funds, had transactions with MEDCO that included loans, investments and grants totaling $20,543,000.

B. Government-wide and Fund Financial Statements

The State’s government-wide financial statements (i.e., the statement of net assets and the statement of activities) report information on all
nonfiduciary activities of the primary government and its component units. Interfund activity has been eliminated from these statements except
for certain charges for services between activities that would distort the direct costs and program revenues reported for the applicable functions.
Governmental activities, which normally are supported by taxes and intergovernmental revenues, are reported separately from business-type
activities, which rely to a significant extent on fees and charges for support. Likewise, the primary government is reported separately from certain
legally separate component units for which the primary government is financially accountable.

The statement of activities demonstrates the degree to which the direct expenses of a given function or segment is offset by program revenues.
Direct expenses are those that are clearly identifiable with a specific function or segment. Expenses reported for functional activities include
allocated indirect expenses. Program revenues include 1) charges to customers or applicants who purchase, use, or directly benefit from goods,
services or privileges provided by a given function or segment and 2) grants and contributions that are restricted to meeting the operational or
capital requirements of a particular function or segment. Taxes and other items not properly included among program revenues are reported
instead as general revenues.

Separate financial statements are provided for governmental funds, proprietary funds, and fiduciary funds, even though the latter are excluded
from the government-wide financial statements as those assets are not available to liquidate current liabilities. Major individual governmental
funds and major individual enterprise funds are reported as separate columns in the fund financial statements.

C. Measurement Focus, Basis of Accounting, and Financial Statement Presentation

The government-wide financial statements are reported using the economic resources measurement focus and the accrual basis of accounting,
as are the proprietary fund and fiduciary fund (other than the agency funds), financial statements. The agency funds are reported using the accrual
basis of accounting, but have no measurement focus. Revenues are recorded when earned and expenses are recorded when a liability is incurred,
regardless of the timing of related cash flows. Property taxes are recognized as revenues in the year for which they are levied. Grants and similar
items are recognized as revenue as soon as all eligibility requirements imposed by the provider have been met.

Governmental fund financial statements are reported using the current financial resources measurements focus and the modified accrual basis
of accounting. Revenues are recognized as soon as they are both measurable and available. Revenues are considered to be available when they
are collectible within the current period or soon enough thereafter to pay liabilities of the current period. For this purpose, the State considers
all revenues to be available if they are collected within 60 days of the end of the current fiscal period. Expenditures generally are recorded when
a liability is incurred, as under accrual accounting. However, debt service expenditures, as well as expenditures related to retirement costs,
compensated absences and claims and judgments, are recorded only when payment is due.

Property taxes, franchise taxes, licenses and interest associated with the current fiscal period are all considered to be susceptible to accrual and
so have been recognized as revenues of the current fiscal period. All other revenue items are considered to be measurable and available only when
cash is received by the government.

The State reports the following major governmental funds:

General Fund:

Transactions related to resources obtained and used for those services traditionally provided by a state government, which are not
accounted for in other governmental funds, are accounted for in the general fund. These services include, among other items, general
government, health and mental hygiene, education (other than higher education institutions), human resources, public safety, judicial, labor,
licensing and regulation, natural resources and recreation, housing and community development, environment, agriculture, and business
and economic development. Resources obtained from Federal grants and used for general fund activities consistent with applicable legal
requirements, are recorded in the general fund.
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Special Revenue Fund, Maryland Department of Transportation:

Transactions related to resources obtained, the uses of which are restricted for specific purposes, are accounted for in the special revenue
fund. The Maryland Department of Transportation special revenue fund accounts for resources used for operations (other than debt service
and pension activities) of the Maryland Department of Transportation, including construction or improvement of transportation facilities and
mass transit operations.

Enterprise Funds:
Transactions related to commercial types of activities operated by the State are accounted for in the enterprise funds. The enterprise funds
differ from governmental funds in that the focus is on the flow of economic resources, which, together with the maintenance of equity, is an

important financial indicator.
The major enterprise funds are as follows.

1. The Economic Development Loan Programs includes the direct loan programs of the Maryland Departments of Housing and
Community Development, Business and Economic Development and Environment.

2. The Unemployment Insurance Program reflects the transactions, assets, liabilities and net assets of the Unemployment Insurance
Program and is used to account for the unemployment taxes collected from employers, Federal revenue received and remittance of
benefits to the unemployed.

3. The Maryland State Lottery Agency operates the State Lottery.
4. The Maryland Transportation Authority is responsible for the operation and maintenance of toll roads, bridges and tunnels in the State.

Fiduciary Funds:

1. The Pension and Other Employee Benefits Trust Fund (Pension Trust Fund) includes the State Retirement and Pension System
of Maryland, the Maryland Transit Administration Pension Plan, and the Deferred Compensation Plan. The Pension Trust Fund
reflects the transactions, assets, liabilities and net assets of the plans administered by the State and is accounted for using the flow of
economic resources measurement focus. The Deferred Compensation Plan, which is reported as of and for its period ended December
31, accounts for participant earnings deferred in accordance with Internal Revenue Code Sections 457, 403(b), 401(a), and 401 (k).
Amounts deferred are invested and are not subject to Federal income taxes until paid to participants upon termination or retirement
from employment, death or for an unforeseeable emergency.

2. The Investment Trust Fund reflects the transactions, assets, liabilities and net assets of the Maryland Local Government Investment Pool
and is accounted for using the flow of economic resources measurement focus.

3. The Postretirement Health Benefits Trust Fund (OPEB Trust) accumulates funds to assist the State’s Employee and Retiree Health and Welfare
Benefits Program finance the State’s postretirement health insurance subsidy. The OPEB Trust is administered by the Board of Trustees for
the State Retirement and Pension System of Maryland, and its transactions, assets, liabilities and net assets are accounted for using the flow
of economic resources measurement focus. The assets of the Pension and OPEB Trusts are not pooled for investment purposes, and each
trust’s assets may be used only for the payment of benefits to the trusts members in accordance with the terms of the trust.

4. The agency funds are custodial in nature and do not present the results of operations or have a measurement focus. The State uses agency
funds to account for the receipt and disbursement of litigants, patient and prisoner accounts, various taxes collected by the State for
distribution to political subdivisions and amounts withheld from employees’ payroll.

D. New Pronouncements:

Statement No. 49, Accounting and Financial Reporting for Pollution Remediation Obligations, effective for periods beginning after
December 15, 2007, was issued by the GASB in November 2006. In addition, GASB issued Statement No. 51, Accounting and Financial
Reporting for Intangible Assets, in June, 2007, effective for financial statements for periods beginning after June 15, 2009 and Statement No. 52,
Land and Other Real Estate Held as Investments by Endowments, in November 2007, effective for periods beginning after June 15, 2008. The
State will implement each of these as of their effective dates. While the State is still in the process of determining the effect of implementing
these GASB statements, they are not expected to have a material effect on the financial position of the State.

2. Significant Accounting Policies - Assets, Liabilities and Net Assets or Equity:
A. All Funds:

Deposits with Financial Institutions and Investments:

The State Treasurer’s Office operates a centralized cash receipt, investment and disbursement function for the majority of the State’s funds
as required by statute. Certain enterprise activities, pension funds, agency funds and component units are specifically exempted from this
function in the law. Individual fund equity in pooled invested cash is reported as an asset on the balance sheets of those funds participating
in the centralized cash receipt and disbursement function. Investment earnings accrue to those funds reporting equity in pooled invested cash
only if the law specifically provides for the fund’s accrual of interest earnings.

The State Treasurer’s Office invests short-term cash balances on a daily basis primarily in repurchase agreements, U.S. Government
obligations and money market mutual funds. Under the State Finance and Procurement Article of the Annotated Code of Maryland, Title 6,

Subtitle 2, the State Treasurer may only invest in the following:
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*  Any obligation for which the United States Government has pledged its faith and credit for the payment of principal and interest.
*  Any obligation that a United States agency issues in accordance with an act of Congress.

*  Repurchase agreements that any of the above obligations secure.

e Certificates of deposits of Maryland financial institutions.

*  Banker’s acceptances.

*  Money market mutual funds.

*  Commercial paper.

*  Maryland Local Government Investment Pool.

e Securities Lending Collateral.

In addition, bond sale proceeds may be invested in Municipal securities. A significant portion of the investments maintained by the State
Treasurer consists of repurchase agreements. Collateral must be at least 102% of the book value of the repurchase agreements and must be
delivered to the State Treasurer’s custodian for safekeeping.

Investments are recorded at fair value and changes in fair value are recognized as revenue. Fair values are based on quotations from
national security exchanges and security pricing services, or by the respective fund managers for securities which are not actively traded.
Investments maturing within 90 days of purchase are reported in the financial statements as cash and cash equivalents.

The State Retirement and Pension System of Maryland (System), in accordance with State Personnel and Pensions Article Section 21-123
of the Annotated Code of Maryland, is permitted to make investments subject to the terms, conditions, limitations and restrictions imposed
by the Board of Trustees of the System. The law further provides that no more than 25% of the assets that are invested in common stocks may
be invested in nondividend paying common stocks. In addition, no investment in any one organization may constitute more than 5% of the
total assets of the System. The System is authorized by Section 21-116 of the State Personnel and Pensions Article to establish and maintain
the investment policy manual, which authorizes investing in all major sectors of the capital market in order to diversify and minimize total
investment program risk. Such sectors include, but are not limited to, common stock, preferred stock, convertible securities, warrants and
similar rights of U.S. and non-U.S. companies; private equity - direct/partnership/funds; real estate investment trusts; commingled real estate
funds; directly owned real estate; fixed income obligations of the U.S. government and its states and local subdivisions, non-U.S. governments
and their states and local subdivisions, U.S. and non-U.S. companies, and supra-national organizations; futures and options; foreign exchange
forward and future contracts and options; equity index futures; and equity options.

Investments of the System, the Postretirement Health Benefits Trust Fund (OPEB Trust) and the Maryland Transit Administration (MTA)
Pension Plan are stated at fair value. The investments of the OPEB Trust and the MTA Pension Plan are held and invested on their behalf by
the System. For fixed income securities, fair value is based on quoted market prices provided by independent pricing services. Securities traded
on a national or international exchange are valued at the last reported sales price at current exchange rates. Mortgages and mortgage related
securities are valued on the basis of future principal and interest payments and are discounted at prevailing interest rates for similar instruments.
Fair value for real estate investments is based on estimated current values and independent appraisals. Fair value for private equity investments
and mutual funds (other than those funds traded on a national or international exchange) is based on information provided by the applicable
fund managers.

State employees are offered participation in deferred compensation plans created in accordance with the Internal Revenue Code, Sections
401(a), 401(k), 403(b) and 457. The Board of Trustees of the Maryland Teachers and State Employees Supplemental Retirement Plans is responsible
for the implementation, maintenance and administration of the Plans. The Board has appointed a private company as the Plans’ administrator.
Assets of the Plans are held in trusts for the exclusive benefit of participating employees and their beneficiaries. Investments of the Plans are stated at
fair value. Fair value of the investments is valued at cost plus interest credited for fixed earnings investment contract pools and at fair value based on
published quotations at each December 31, or net asset value as provided by the investment custodian, for variable earnings investments.

Retirement Costs:

Substantially all State employees participate in one of several State retirement systems. (See footnote 15.) The State also provides
retirement benefits to teachers and certain other employees of its political subdivisions. Retirement costs have been provided on the accrual
basis, based upon actuarial valuations, except that retirement expenditures for governmental funds represent amounts contributed by the State
for the fiscal year.

Other Post-Employment Benefit Costs:

Substantially all State retirees may participate in the various health care plans offered by the State. (See footnote 16.) Post-employment
health care costs have been provided on the accrual basis, based upon actuarial valuations, except that other post-employment expenditures for
governmental funds represent amounts contributed by the State and plan members for the fiscal year.

Accrued Self-Insurance Costs:

The accrued self-insurance costs represent the State’s liability for its various self-insurance programs. The State is self-insured for general
liability, property and casualty, workers’ compensation, environmental and anti-trust liabilities and certain employee health benefits. The State
records self-insurance expenses in the proprietary funds and discretely presented component units on an accrual basis and the modified accrual
basis for the governmental funds. The long-term accrued self-insurance costs of the governmental funds, which are not expected to be funded
with current resources, are reported in the government-wide financial statements.
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Annual Leave Costs:

Principally all full-time employees accrue annual leave based on the number of years employed up to a maximum of 25 days per calendar
year. Earned annual leave may be accumulated up to a maximum of 50 days as of the end of each calendar year. Accumulated earned
but unused annual leave for general government employees is accounted for in the government-wide financial statements. Liabilities for
accumulated earned but unused annual leave applicable to proprietary funds and component units are reported in the respective funds.

Capital Assets:

Capital assets, which include property, plant, art and historical treasures, equipment, and infrastructure assets (e.g., roads, bridges,
sidewalks, and similar items), are reported in the applicable governmental or business-type activities columns in the government-wide financial
statements. Infrastructure acquired prior to June 30, 1980, is not reported. Capital assets are defined by the government as assets with an
initial, individual cost of more than $50,000 and an estimated useful life in excess of two years. Such assets are recorded at historical cost or
estimated historical cost if purchased or constructed. Donated capital assets are recorded at estimated fair market value at the date of donation.
The costs of normal maintenance and repairs that do not add to the value of the asset or materially extend asset lives are not capitalized. Major
outlays for capital assets and improvements are capitalized as projects are constructed.

Capital assets of the primary government, as well as the component units, are depreciated using the straight line method over the
following estimated useful lives:

Assets Years
Buildings 5-50
Building improvements 5-50
Vehicles 3-25
Office equipment 3-10
Computer equipment 3-10
Computer software 5-10
Infrastructure 10-50

Long-term Obligations:

In the government-wide financial statements, and for proprietary fund types in the fund financial statements, long-term debt and other
long-term obligations are reported as liabilities in the applicable governmental activities, business-type activities, or proprietary fund type
statement of net assets. Bond premiums and discounts, as well as issuance costs, are deferred and amortized over the life of the bonds. Bonds
payable are reported net of the applicable bond premium or discount. Bond issuance costs are reported as deferred charges and amortized over
the term of the related debt.

In the fund financial statements, governmental fund types recognize bond premiums and discounts, as well as bond issuance costs, during
the current period. The face amount of debt issued is reported as other financing sources. Premiums received on debt issuances are reported
as other financing sources while discounts on debt issuances are reported as other financing uses. Issuance costs, whether or not withheld from
the actual debt proceeds received, are reported as debt service expenditures.

Restricted Resources:
When both restricted and unrestricted resources are available for use, it is the State’s policy to use restricted resources first, and then
unrestricted resources as they are needed.

Debt Refinancing:
The gain or loss associated with debt refinanced is deferred and amortized to interest expense over the remaining life of the old debt or the
life of the new debt whichever is shorter.

Net Assets:

Net assets are divided into three categories. Net assets invested in capital assets net of related debt is the capital assets less accumulated
depreciation and outstanding principal of the related debt. Restricted net assets reflect restrictions on assets imposed by parties outside the
State or imposed by the State by constitutional provisions or enabling legislation. Unrestricted net assets are total net assets of the State less net
assets invested in capital assets net of related debt and restricted net assets. Unrestricted net assets are comprised mainly of cash, investments,
loans and receivables.

B. Governmental Funds:

Inventories and Prepaid Items:
All inventories are valued at cost using the first-in/first-out (FIFO) method. Inventories of governmental funds are recorded as
expenditures when consumed rather than when purchased.

Certain payments to vendors reflect costs applicable to future accounting periods and are recorded as prepaid items in the fund financial
statements under the consumption method.

Grants:

Revenues from Federal reimbursement type grants are recognized when the related expenditures are incurred and the revenues are both
measurable and available. The government considers all grant revenues to be available if they are collected within 60 days of the current fiscal
period. Distributions of food stamp benefits are recognized as revenues and expenditures when the benefits are distributed to individual recipients.
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Income Taxes:

The State accrues the net income tax receivable or records a deferred revenue based on estimated income tax revenues and refunds due
relating to the fiscal year, that will not be collected or paid until after the fiscal year end. This accrual is computed based on projected calendar
year net tax collections, tax laws in effect, future projections and historical experience.

Sales and Use Taxes:

The State accrues June sales taxes that are not remitted at year end as a receivable. These taxes are considered measurable and available
since they represent June collections that are remitted to the State in July by merchants who collect the related sales tax.

Property axes:

The State levies an annual tax for the fiscal year beginning July 1 and ending June 30 on all real property subject to taxation, due and
payable each July 1 and December 1 (lien dates), based on assessed values as of the previous January 1, established by the State Department of
Assessments and Taxation at 100% of estimated market value. Each of the counties, Baltimore City and incorporated municipalities establish
rates and levy their own tax on such assessed values. The State tax rate in fiscal year 2008 was 11.2 ¢ per $100 of assessed value. Unpaid
property taxes are considered in arrears on October 1 and January 1, respectively, and penalty and interest of 1% is assessed for each month or
fraction of a month that the taxes remain unpaid. Property taxes are accrued to the extent they are collected within 60 days of year end.

Escheat Property:

Escheat property is property that reverts to the State’s general fund in the absence of legal claimants or heirs. The escheat activity is
reported in the general fund. An asset is recognized in the period when the legal claim to the assets arises or when the resources are received,
whichever occurs first, and a liability is recognized for the estimated amount that ultimately will be reclaimed and paid. The amount of the
liability expected to be repaid within one year is recognized in the general fund and the total liability is reported as an other noncurrent liability
in the government-wide statement of net assets.

Intergovernmental Expenditures:

General, special revenue and capital projects fund revenues paid to political subdivisions, and bond proceeds granted to political
subdivisions, are recorded as intergovernmental expenditures if such payments do not require mandatory use for specific functions. Direct
grants and other payments to, or on behalf of, political subdivisions are recorded as current expenditures.

Capital Assets:

Expenditures for capital assets are reported as capital outlays in the governmental funds.

Compensated Absences:

It is the State’s policy to permit employees to accumulate earned but unused vacation and sick pay benefits. There is no liability for
unpaid accumulated sick leave since the State does not have a policy to pay any amounts when employees separate from service with the
government. A liability for vacation pay amounts is reported in governmental funds only if they have matured, for example, as a result of
employee resignations and retirements.

Fund Equity:

In the fund financial statements, governmental funds report reservations of fund balance for amounts that are not available for
appropriation or are legally restricted by outside parties for use for a specific purpose. Designations of fund balance represent tentative
management plans that are subject to change.

C. Enterprise Funds, Fiduciary Funds and Component Units:

Basis of Accounting:

The accounts of the enterprise funds, fiduciary funds and component units are maintained and reported using the accrual basis of
accounting. Under this method, revenues are recorded when earned and expenses are recorded at the time liabilities are incurred. For both the
government-wide business-type activities and the enterprise fund financial statements, the State has selected the option to apply all applicable
GASB pronouncements and only FASB Statements and Interpretations, Accounting Principles Board (APB) Opinions and Accounting
Research Bulletins (ARB) issued on or before November 30, 1989.

Enterprise funds and component units distinguish operating revenues and expenses from non-operating items. Operating revenues and
expenses generally result from providing services and producing and delivering goods in connection with a proprietary fund’s principal ongoing
operations. Operating expenses include the cost of sales and services, administrative expenses, and depreciation on capital assets. All revenues
and expenses not meeting this definition are reported as non-operating revenues and expenses.

Cash and Cash Equivalents:

The enterprise funds consider all highly liquid investments that mature within 90 days of purchase to be cash and cash equivalents for
reporting on the statement of cash flows.

Grants:
Revenues from Federal reimbursement type grants are recorded when the related expenses are incurred.

Capital Assets:

Capital assets are stated at cost. Depreciation of the cost of capital assets is provided on the straight-line basis over estimated useful lives of 5
to 50 years for depreciable real property and building improvements, and 3 to 10 years for equipment. Construction period interest is capitalized.
Repairs and maintenance are charged to operations in the period incurred. Replacements, additions and betterments are capitalized.
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Lottery Revenues, Prizes and Related Transfers:

Revenues and prizes of the Maryland State Lottery Agency (Lottery) are primarily recognized when drawings are held. Certain prizes
are payable in deferred installments. Such liabilities are recorded at the present value of amounts payable in the future. State law requires
the Lottery to transfer to the State revenues in excess of amounts allocated to prize awards, operating expenses and capital expenditures. The
excess revenues from certain select games are transferred to the State’s general fund, which then transfers the amounts to the Maryland Stadium
Authority for operations and to cover the State’s capital lease payments to the Maryland Stadium Authority.

Provisions for Insurance and Loan Losses:

Current provisions are made for estimated losses resulting from insuring loans and uncollectible loans. Loss provisions are based on the
current status of insured and direct loans, including delinquencies, economic conditions, loss experience, estimated value of collateral and other
factors which may affect their realization. Reductions required to the reserve for loan or insured loan reserves are recorded as negative expenses.

Inventories:

Inventories are stated at the lower of cost or market, using the first-in, first-out method.

3. Deposits with Financial Institutions and the U.S. Treasury, Equity in Pooled
Invested Cash and Investments:

Cash and cash equivalents, equity in pooled invested cash and investments as shown on the basic financial statements as of June 30, 2008,
reconcile to cash deposit and investment disclosures as follows (amounts expressed in thousands).

Government-wide statement of net assets:

Cash and cash eQUIVAIENTS .....c.eeviueuiiieiciiir ettt bbbttt b et s a et b et nen $ 329,140
Equity in pooled invested cash .. 4,566,516
LV EITICIIES ettt e e et e e et e e e e e e e e et e e e e eeee e e e e e eeeeeaaeeeesemneeeeeeemaeeeeesaaeeeeeeaneeeeeaaneeteeeanneneeeesnneeeeaanneaeesaaareesaannreeeaannes 2,009,123
COl1AtEIAl £OT LNT SECUITTIES c.evveeeeeeee et et e et e e e et e e e et ee e e e eeeeeeaneeeeeaeaeeeeeaeeeeessanneeeeeesnneeeesanneeeesasaeeesaannneeseannnees 358,709
Restricted cash and cash eqUIVALENTS.......c.ccvrieviiiririiiciieic ettt ettt 2,032,358
RESTIICTEA INVESTITIEIITS «.evvveeeeeeeeee et et eeee et eeeee e e eeae e e e eeeeeeeeeseeeeeeseeaneeeeesaeneeeeeaeneeeesaaaeeteseanseeeesesnneeeesanneeeesasaeeessannneeseannnees 1,440,317
Statement of fiduciary net assets:
Cash and cash QUIVAIENTS .....c.eeveueuiiiiiciirecc ettt sttt b et a et n et nen 1,963,292
Equity in pooled INVESTted Cashi ......c.covvviueuiiriiiiiiicicccc ettt 1,669,571
ELV S TITIEIIES e et e e e e et eeeeeee e ee et eeemeeeeaeee e et e sanaeeameeeeneesaneeeemeeeemeeesamaeeemeeeeaneesaneeeemeeeeaaeesaneeeeaneeeantesanaeeaneeeeanaeeanaeeaneenan 41,054,387
COllALEIAl FOI LNT SECUITTIES « e evvveeeeee et et e e e e e e e e et e e e et e e e e e e eeeeeaeeeeeeaeneeeeeaeeetesseneeeeeeesnaeeeesanneeeesasaeeesaanneeseannnees 1,826,516
Total cash and cash equivalents, equity in pooled invested cash
and investments per basic financial SEAEMENLS ....covveeeiriririririrree ettt 57,249,929
Less: Cash and cash equivalents and investments of higher education
foundations NOt SUDJECE TO dISCIOSUIE ....ueiueuiuiiiiiciiiiiciciie ettt 962,533
Total cash deposits and investments Per NOTE 3.......ovcuiiriiiiiininiiieiiirieieeir ettt ae $56,287,396
Note 3 of the financial statements:
Cash deposits:
GOVEITIMICIITAL FUIIAS -ttt et e e e et e e et e e e e e et e e eaeeeeae e e e et e saaeeeaaeeeseeesameeeameeesneesannesanaeesneesaneeeaaeenas $ 172,565
Enterprise funds 1,044,920
Fiduciary funds....... 185,854
COMPONENT LIS «.vvvevnetieiesietaesestseecaeststaeaes s taeaestateeaeste e taestatatatatataeatatetatatatetatatatatatatatata et st tata et s ta et taeatat ettt tatacaes 58,849
Investments:
GOVEITIMIEIIEAL FUNAS +ee ettt e e e e e e et e e e e e e e eeeeeaeeee e e eeeeesaneeeeeeaeaeeeeesanneeeeeaenaeeessannneaesennnneeeas 6,629,024
EREEIPLISE FUIAS -ecuvviiiiiiiiiiiiticici ettt ettt ettt ettt ettt ettt 2,565,940
FIAUCIATY FUNAS ettt ettt ettt n et 44,658,342
COMPOIEIIT LIS ...ttt e e h e e b s se et e b oo m e ea et b e e e s e e b et ea e e s e b e e se s e e s e nenenns 971,902
Total cash deposits and INVESTMENITS....c..vveveuiriiieiiiriicieiit ettt ee $56,287,396

Cash and cash equivalents for financial statement presentation include short-term investments maturing within 90 days of purchase.
Investments for financial statement presentation include certificates of deposit maturing 90 days or more from date of purchase.

A. Cash Deposits:

As of June 30, 2008, the carrying value for the bank deposits of the governmental funds, enterprise funds, fiduciary funds and
component units were $172,565,000, $1,044,920,000, $185,854,000 and $58,849,000, respectively. The bank balances were $172,565,000,
$1,044,801,000, $185,854,000, and $107,714,000, respectively.

Custodial Credit Risk. Custodial credit risk is the risk that, in the event of a bank failure, the government’s deposits may not be returned.

Deposits are exposed to custodial credit risk if they are not covered by depository insurance and the deposits are (a) uncollateralized, (b)
collateralized with securities held by the pledging financial institution, or (c) collateralized with securities held by the pledging financial
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institution’s trust department or agent but not in the government’s name. State law permits the Treasurer to deposit in a financial institution
in the State, unexpended or surplus money in which the Treasurer has custody if (a) the deposit is interest bearing; (b) the financial institution
provides collateral that has a market value that exceeds the amount by which a deposit exceeds the deposit insurance; and (c) a custodian holds
the collateral.

The Economic Development Loan Programs, Higher Education component unit, Maryland Stadium Authority, and certain other
component units do not have a deposit policy for custodial credit risk. As of June 30, 2008, $642,000, $5,227,000, $75,000, and $7,107,000,
respectively, of their bank balances were exposed to custodial credit risk as uninsured and uncollateralized. The Maryland Prepaid College Trust
does not have a policy for custodial credit risk. As of June 30, 2008, $15,827,000, of its bank balances were exposed to custodial credit risk as
uninsured and collateralized with securities held by the pledging financial institution’s trust department or agent but not in the Trust’s name.

B. Investments:

The State discloses investment risks as follows:
Interest Rate Risk. Interest rate risk is the risk that changes in interest rates will adversely affect the fair value of an investment.
Credit Risk. Credit risk is the risk that an issuer or other counterparty to an investment will not fulfill its obligations.

Concentration of Credit Risk. Concentration of credit risk is the risk of loss attributed to the magnitude of a government’s investment in a
single issuer.

Custodial Credir Risk. Custodial credit risk is the risk that, in the event of the failure of the counterparty, the government will not be able
to recover the value of its investments or collateral securities that are in the possession of an outside party. Investment securities are
exposed to custodial credit risk if the securities are uninsured, are not registered in the name of the government and are held by either
(a) the counterparty or (b) the counterparty’s trust department or agent but not in the government’s name.

Foreign Currency Risk. Foreign currency risk is the risk that changes in exchange rates will adversely affect the fair value of an investment.
1. Investments-Governmental Funds:

The State Treasurer’s Office is authorized to make investments as stated in footnote 2.A.

Investments are stated at fair value that is based on quoted market prices. The investments and maturities as of June 30, 2008, for the
governmental funds of the primary government are as follows (amounts expressed in thousands).

Investment Maturities (in Years)

Fair Less More
Investment Type Value than 1 1-3 than 3
U.S. Government agency obligations (a) $5,623,563 $117,317(b) $5,506,246 (c)
Repurchase agreements.................... 260,202 $260,202
Guaranteed investment contracts..... 8,065 8,065
Total investments.......cceeuue..... 5,891,830 260,202 117,317 5,514,311
Collateral for lent securities 358,709 358,709
Total investments and
collateral for lent securities.... $6,250,539 $618,911 $117,317 $5,514,311

(a) Investments held by broker dealers under securities lending program are $241,816,000.
(b) Bonds in the amount of $117,317,000, mature July 2010 to June 2011, but are callable July 2008 to June 2009.
(c) Bonds in the amount of $3,736,909,000, mature July 2011 to June 2013, but are callable July 2008 to February 2010.

In addition to the investments scheduled above, as of June 30, 2008, the governmental funds had investments of $214,691,000 in money
market mutual funds and $163,794,000 in the Local Government Investment Pool. These investments are operated in accordance with Rule
2a-7 of the Investment Company Act of 1940, as amended. Their fair values are based on a share price of $1.00 per share.

Interest Rate Risk. The State Treasurer’s Office’s investment policy states that to the extent possible, it will atctempt to match its investments
with anticipated cash flow requirements. Unless matched to a specific cash flow, the Treasurer’s Office will not directly invest in securities
maturing more than five years from the date of purchase. In addition, investments of the non-major governmental funds are subject to the
provisions of the 2002, 2005, and 2007 Qualified Zone Academy Bond covenants requiring that annual sinking fund deposits be made to
redeem the bonds in 2016, 2020, and 2022, respectively. These funds, totaling $8,065,000, are invested in guaranteed investment contracts.

Credit Risk. State law requires that the governmental funds’ repurchase agreements be collateralized by U.S. Treasury and agency
obligations. In addition, investments are made directly in U.S. agency obligations. These agency obligations are rated Aaa by Moody’s and
AAA by Standard and Poor’s. State law also requires that money market mutual funds have the highest possible rating from at least one
nationally recognized securities rating organization. The money market mutual funds are rated Aaa/AAA. The Local Government Investment
Pool is rated AAAm by Standard & Poor’s. The guaranteed investment contracts are collateralized by U.S. agency obligations. They are not
required to be and are not rated.
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Concentration of Credit Risk. The State Treasurer’s Office’s investment policy limits the amount of repurchase agreements to be invested
with a particular institution to 30% of the portfolio. There is no other limit on the amount that may be invested in any one issuer. More
than 5 percent of the governmental funds” investments are in the Federal National Mortgage Association, the Federal Home Loan Mortgage
Corporation, the Federal Home Loan Bank, and the Federal Farm Credit Bank. These investments are 32.8%, 27.8%, 16.9% and 15.4% of
the governmental funds’ total investments, respectively.

2. Investments - Enterprise Funds:

The enterprise funds’ bond indentures and investment policies, with the exception of the Economic Development Loan Programs,
authorize the investment of assets related to the indentures and other funds in obligations in which the State Treasurer may invest. The
Economic Development Loan Programs are authorized to invest in obligations of the U.S. Treasury, U.S. government agencies, obligations of
U.S. political subdivisions, bankers” acceptances, commercial paper, repurchase agreements, guaranteed investment contracts, corporate debt
securities and mutual funds.

Investments of the enterprise funds are stated at fair value, which is based on quoted market prices.

The investments and maturities as of June 30, 2008, for the enterprise funds of the primary government are as follows (amounts expressed
in thousands).

Investment Maturities (in Years)

Fair Less More

Investment Type Value than 1 1-5 6-10 11-15 than 15
U.S. Treasury obligations (a)........ccccceecucene $ 500,598 $ 14,845 $16,469 $20,431 $448,853
U.S. Government agency obligations.......... 798,057 538,475 $249,948 1,764 2,200 5,670
Repurchase agreements..........cccceueuvueurnnnene. 51,383 33,738 17,645
Commercial paper........ccccevveeveuecenneecninnnes 2,996 2,996
Guaranteed investment contracts................ 18,996 18,996

Total wooveeeeeeeeeee e $1,372,030 $556,316 $249,948 $70,967 $22,631 $472,168

(a) Investments held by broker dealers under securities lending program are $1,230,000.

In addition to the investments scheduled above, as of June 30, 2008, the enterprise funds had investments of $967,075,000 in money
market mutual funds operated in accordance with Rule 2a-7 of the Investment Company Act of 1940, as amended. The funds’ fair values
are based on a share price of $1.00 per share. The enterprise funds’ investments also include the fair value of direct equity investments,

$65,972,000.

The State Lottery Agency, a major enterprise fund, invests in U.S. Treasury obligations and annuity contracts that provide for guaranteed
payouts to jackpot prize winners and, therefore, have no interest rate risk to the Lottery. As of June 30, 2008, the fair value of these
investments was $160,444,000 and $419,000, respectively. Of these investments, U.S. Treasury obligations held by broker dealers under the
securities lending program were $110,754,000.

Interest Rate Risk. The enterprise funds” policy for managing their exposure to fair value loss arising from increasing interest rates is to
manage investment maturities so that they precede or coincide with the expected need for funds.

Credit Risk. The investment policies of the enterprise funds require that repurchase agreements are collateralized by U.S. Treasury
and agency obligations. The policies also require that money market mutual funds contain only U.S. Treasuries or agencies or repurchase
agreements secured by these or that they receive the highest possible rating from at least one nationally recognized securities rating organization.
According to the indenture and investment policy of the Economic Development Loan Programs, investments must be rated no lower than the
rating on the Loan Programs’ bonds or F1/P1 for the issuer’s short-term accounts or securities. The rating on the Loan Programs’ bonds as of
June 30, 2008, was Aa by Moody’s and AA by Fitch. The guaranteed investment contracts are not required to be and are not rated.

As of June 30, 2008, the enterprise funds had the following investments and quality ratings (amounts expressed in thousands).

Percentage

Quality Rating of Total

Investment Type Fair Value Rating Organization Investments

U.S. Government agency obligations..........ccccccccucueuennne. $ 798,057 AAA/Aaa S&P/Moody’s 31.10%
Money market mutual funds.......ccccvvecinneccnnccnnne 967,075 AAAm/Aaa S&P/Moody’s 37.69
Repurchase agreements-underlying securities.................... 51,383 AAA/Aaa S&P/Moody’s 2.00
Commercial paper.......ccocevueveieneccinneeennnns 2,996 A-1/P-1 S&P/Moody’s 0.12
Guaranteed investment contracts.... 18,996 Not rated 0.74

TOTAL e e $1,838,507 71.65%
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Concentration of Credit Risk. The enterprise funds place no limit on the amount they may invest in any one issuer. More than 5% of
the enterprise funds’ investments are in obligations of the Federal Home Loan Bank and Federal Home Loan Mortgage Corporation. These
investments are 21.3% and 7.4%, respectively, of the enterprise funds’ total investments.

3. Investments - Fiduciary Funds:
The Pension and OPEB Trust Funds are authorized to make investments as stated in footnote 2.A.

The Maryland Local Government Investment Pool is authorized by Article 95, Section 22G, of the Annotated Code of Maryland to invest in
any instrument in which the State Treasurer may invest. Investments of the Pool are stated at fair value. Securities are valued daily on an amortized
cost basis which approximates market value. Money market funds are valued at the closing net asset value per share on the day of valuation.

The investments and maturities as of June 30, 2008, for the fiduciary funds of the primary government are as follows (amounts expressed
in thousands).

Investment Maturities (in Years)

Fair Less More

Investment Type Value than 1 1-5 6-10 than 10
U.S. Treasury notes and bonds ........cccoeveieecniccncnes $ 979,656 $ 13,536 $ 248,422 $ 416,232 $ 301,466
U.S. Treasury Strips «...eeeereerereenneereireereneenieneneneas 14,126 14,126
U.S. Government agency obligations..............cc..... 1,389,341 1,113,148 252,856 12,084 11,253
Repurchase agreements...........cccocevviviiiiiiniiiinnnnnnns 409,417 409,417
Bankers’ acceptances. .........coeveveeeriniereiniereneinnnenenas 107,662 107,662
Commercial paper.........ccceveuereinniecineneeenineeneas 172,282 172,282
Guaranteed INVEStMENTt CONTIACES...uuvvvreeeerereeereanneenn. 629,094 624,401 4,693
Corporate bonds ..o 697,073 22,536 247,509 242,996 184,032
International bonds.....cccvveeeeeoeeeeeeeeeeeeeeeeeeeeeen 67,250 12,958 17,931 36,361
Other government bonds .........cccovviiiiiiiinnnnn. 140,696 1,000 39,657 53,302 46,737
Mortgage-backed securities..........ccccoeuiuiiiiiiiiinncnnnnn. 2,226,344 3,482 21,468 2,201,394
Asset-backed SECUTTEIES. . uvvveeeeeeeeeeeeeeeeeeeeeee e 233,990 56,055 22,039 155,896
Bond mutual funds .......c.cccoevieieiiieiiieieeeeeeeene 6,446,436 20,936 898,332 4,935,868 591,300
SWAPS .t (49,472) 2,128 (38,140) (2,562) (10,898)
Alternative INVESTMEINTS «.vveeeveeeeeeeeereeeeeeeeeeseeeeenens 591,947 429,743 162,204

Total INVESTMENTS.....veeveeviereerrereereereereereereereeneas 14,055,842 2,292,388 2,345,532 5,886,255 3,531,667
Collateral for lent SECUIIES «..uvvveeeeeeeeeeeeeeeeeeeeeeenn. 1,826,516 1,826,516

Total investments and collateral for lent securities.... $15,882,358 $4,118,904 $2,345,532 $5,886,255  $3,531,667

In addition to the investments scheduled above, as of June 30, 2008, the fiduciary funds had investments of $2,043,045,000 in money
market mutual funds operated in accordance with Rule 2a-7 of the Investment Company Act of 1940, as amended. The fair value of
the funds is based on a share price of $1.00 per share. The fiduciary funds’ investments also include the fair value of stock mutual funds,
$15,133,157,000, corporate equity securities, $9,386,845,000, private equity, $830,433,000, real estate, $1,249,452,000, annuity contracts,
$129,461,000, and insurance contracts, $3,591,000.

Interest Rate Risk. The State Retirement and Pension System (System) may invest in derivatives as permitted by guidelines established by
the Board of Trustees. Compliance with these guidelines is monitored by the System’s staff. Derivatives are used to improve yield, adjust the
duration of the fixed income portfolio, or hedge against changes in interest rates. At times, the System invests in mortgage-backed securities
that are subject to changes in value due to changes in interest rates. The values of mortgage-backed securities are generally based on the future
cash flows associated with the underlying pools of assets. Therefore, they are sensitive to prepayments by mortgagors which may result from
a decline in interest rates. At June 30, 2008, mortgage-backed securities which are highly interest rate sensitive are collateralized mortgage
obligations, including interest-only, principal-only, and inverse floater securities in the amount of $1,800,000. Mortgage pass-through
securities which are moderately interest rate sensitive are $1.7 billion at June 30, 2008. Substantially all derivatives are recorded at fair value
in the Statement of Net Assets.

The Deferred Compensation Plans (Plans) invest in annuity contracts and insurance contracts that provide for guaranteed payouts to
participants and, therefore, have no interest rate risk to the Plans. As of June 30, 2008, the fair value of these investments was $129,461,000
and $3,591,000, respectively.

The State Treasurer’s Office manages the Local Government Investment Pool. The State Treasurer’s investment policies state that no direct
investment by the Pool may have a maturity date of more than 13 months after its acquisition.

Credit Risk. The investment policy of the System requires each fixed income investment manager to maintain a minimum average
credit quality of “A” for the total account. The Local Government Investment Pool may invest in instruments rated only Tier 1 by at least
one nationally recognized securities rating organization. The money market mutual funds, bond mutual funds, and guaranteed investment
contracts of the fiduciary funds are not required to be rated. As of June 30, 2008, the fiduciary funds’ investments were rated by Standard and
Poor’s and/or an equivalent national rating organization and the ratings are presented on the next page using the Standard and Poor’s rating
scale (amounts expressed in thousands).
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Percentage of Total

Investment Type Fair Value Quality Rating Investments
U.S. Government agency obligations...........ccccceeueuiuennes $ 1,368,177 AAA 3.19%
U.S. Government agency obligations...........ccccceeueuiuennes 310 BBB 0.00
U.S. Government agency obligations............... 20,853 Unrated 0.05
Repurchase agreements-underlying securities... 409,353 AAA 0.96
Repurchase agreements-underlying securities... 64 Unrated 0.00
Money market mutual funds.......ccccoveeeninicinnicinns 559,790 AAA 1.31
Money market mutual funds.......cccoovveeeinnciinncinnee 200 AA 0.00
Money market mutual funds.......ccoovveeeinnciiniciee 1,151,789 A 2.69
Money market mutual funds.....c.ccooeveieinnciinicine. 331,266 Unrated 0.77
Bankers’ acceptances.........cveveverirreueieniniereniieneieenenenenens 107,662 Al1/P1 0.25
Commercial Paper.......c.cvevrieieerinieieininieeiineeeeeeeneae 172,282 AAA 0.40
Guaranteed INVESTMENT CONTIACTS.cnuvrreeereereeeeeeereeeeeennnes 624,401 AA 1.46
Guaranteed INVESTMENT CONTIACTS.cnuvrreeeeeerreeeeeerreeeeennnes 4,693 Unrated 0.01
Corporate bonds .......cevevveeirirnieirneesree e 42,926 AAA 0.10
Corporate bonds .......ceeureirieieeniniieininieciineeee 92,280 AA 0.22
Corporate bonds .......ceeveveveeirrrirrreesr e 145,642 A 0.34
Corporate bonds .......ceeureirivieininiiiinincincceee 17,332 BAA 0.04
Corporate bonds ........ccereiviieininiieininicineceee 276,714 BBB 0.65
Corporate bonds .......ceveveveeirrinierress e 49,319 BB 0.12
Corporate bonds .... 32,312 B 0.08
Corporate bonds 15,313 CAA 0.04
Corporate bonds 19 CA 0.00
Corporate bonds 16,050 CCC 0.04
Corporate bonds 9,167 Unrated 0.02
International bonds... 28,965 AAA 0.07
International bonds .....cooueeeieeeeeeeeeeeeee e 3,093 A 0.01
International Bonds .....cooveeeeeeeeeeeeeeeee e 35,192 Unrated 0.08
Other government bonds .........cccccvviviiiiniiiiinns 3,468 AAA 0.01
Other government bonds .........ccccovviviinniiniiinns 18,264 AA 0.04
Other government bonds ... 47,334 A 0.11
Other government bonds .... 66,326 BBB 0.15
Other government bonds .... 4,419 BB 0.01
Other government bonds .........ccccovvviiiiiiiiiinns 43 CCC 0.00
Other government bonds .........cccccovviviiniiiiiiinns 842 Unrated 0.00
Mortgage-backed securities 2,196,620 AAA 5.13
Mortgage-backed securities 5,001 AA 0.01
Mortgage-backed securities 1,647 A 0.00
Mortgage-backed securities 177 BAA 0.00
Mortgage-backed securities 778 BA 0.00
Mortgage-backed securities 12,383 BBB 0.03
Mortgage-backed securities 3,461 B 0.01
Mortgage-backed securities 167 CAA 0.00
Mortgage-backed securities 386 CA 0.00
Mortgage-backed securities 86 CCC 0.00
Mortgage-backed securities...... 5,639 Not rated 0.01
Asset-backed securities-other ... 173,532 AAA 0.41
Asset-backed securities-other ... 32,831 AA 0.08
Asset-backed securities-0ther .......oooeveeeeeeeeeeeeeeieeeeee. 5,724 A 0.01
Asset-backed securities-0ther .......eeeeeeeeeeeeeeeeeeeeeeeeeeene. 3,344 BAA 0.01
Asset-backed securities-0ther .......oooeveeeeeevieeeeeeeeeeeee. 13,397 BBB 0.03
Asset-backed securities-0ther .......ooooveeeeeoeeeieeeeieeeeene. 1,837 BB 0.00
Asset-backed securities-other ... 2,740 B 0.01
Asset-backed securities-other ...........ccceeveeievieieeiieeneennn. 579 CCC 0.00
Asset-backed securities-other ...........cccevevveevieereeirieeneennnn. 6 D 0.00
Bond mutual funds ....oooeeeeeeeeeeeeeeeeeeeeeeeeee e 6,446,436 Not rated 15.05
SWAPS ettt (49,472) Not rated (0.12)
Alternative investments 591,947 Not rated 1.38
TOCAl v $ 15,105,106 35.27%

Foreign Currency Risk. The majority of the System’s foreign currency-denominated investments are in equities, which the System’s asset
allocation policy limits to 15%.
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The System’s exposure to foreign currency risk as of June 30, 2008, is as follows (amounts expressed in thousands).

Currency Equity Fixed Income Cash  Alternative Investments Mutual Funds Total
Australian dollar $ 117,331 $  (423) $ 940 $ 117,848
Brazilian real ....... 40,737 (1,870) 966 39,833
Canadian dollar.........ccooveeveeeeeennen. 31,808 416 32,224
Danish krone .......ccccvevvevvevveereereenane. 55,063 35 55,098
Euro currency.....ccoeeveiviiieininnenenns 1,197,460 33,454 12,855 $123,957 1,367,726
Hong Kong dollar .........cccccoveveueuenee 331,506 1,545 333,051
Israeli shekel 4,675 5 4,680
Japanese yen 574,872 3,459 9,239 587,570
Malaysian ringgit.......ccceevererererenenen 291 5 296
Mexican Peso ......cveveuireeveueeniiuenenias 25,207 (236) 70 25,041
New Taiwan dollar .......ccoovevveeeeennnns 10,308 10,308
New Turkish lira .... 18,624 11 18,635
Norwegian krone.......ccceeueueuererennen. 95,583 2,414 97,997
Pound sterling .......ocoveeririeinirccennes 516,182 25,840 4915 65,683 612,620
Singapore dollar ..........ccccccvviereueunnnne. 33,258 471 33,729
South African rand......ccoevveveueeenneenn. 82,231 5 82,236
South Korean won.......coeeveeeeveeeneen. 43,344 6 43,350
Swedish krona .....cceeeeeeveeveeeveeeeen. 116,949 160 117,109
SWISS fTanC...vieveeeeereeeeeereereereereenenes 237,138 619 237,757
Thailand baht........ccoovevvevriiiiinenen, 44 44
Multiple......oouuiiiiiiiiit e 5 93,437 $4,611,279 4,704,721
Total coveeveeiieieeieeeeees $3,522,259 $60,224 $45,034 $283,077 $4,611,279  $8,521,873

4. Investments - Component Units:

Investment accounts established by higher education institutions relate principally to endowments and trust accounts required by debt

instruments and are invested in accordance with the investment policies adopted by the Board of Trustees. In general, endowment resources

can be invested in debt and equity securities, and trust accounts can be invested only in debt securities. These investments include U.S.

Treasury and agency obligations, corporate debt and equity securities, asset-backed securities and mutual funds that invest in government
securities. The investments of the higher education foundations are not included in the GASB Statement No. 40 disclosures below because the
foundations are not required to and do not follow the GASB.

In July 2005, one of the institutions, the University System of Maryland, transferred title to its endowment investments to its foundation
in exchange for an equivalent proportionate interest in the long-term investment portfolio managed by the foundation. The agreement is for

a term of five years, with renewable two-year extensions at the option of the institution, unless notice of intent to terminate the arrangement
is provided prior to the expiration of the term. If the agreement is terminated, funds invested with individual investment managers that have
commitments from the foundation to maintain investments for certain minimum time periods may not be returned to the institution until

those constraints have been satisfied. For reporting purposes, the foundation’s investments have been reduced by the amount of the institution’s
p g purp y

investments with the foundation.

The Maryland Stadium Authority is restricted by the trust indenture for each bond issue as to the investments which can be made.
Authorized investments under the indentures include U.S. Treasury and agency obligations, municipal obligations, banker’s acceptances, and

repurchase agreements.

Investments of the component units are stated at fair value, which is based on quoted market prices.

The investments and maturities as of June 30, 2008, for the component units are as follows (amounts expressed in thousands).

Investment Maturities (in Years)

Less More

Investment Type Fair Value than 1 1-5 6-10 11-15 than 15
U.S. Treasury obligations.........ccceevevereuenee $ 20,088 $ 1,905 $ 5,174 $ 6,556 $1,618 $ 4,835
U.S. Government agency obligations.......... 122,960 50,063 38,165 148 5,958 28,626
Bond mutual funds 14,995 14,995
Corporate debt securities 107,697 2,374 24,195 7,528 1,032 72,568
Municipal bonds .......cccoeeveueininieiiniiienennne. 6,672 1,445 1,366 1,480 484 1,897

Total.eooeeeieeeieeeeeee e $272,412 $70,782 $68,900 $15,712 $9,092 $107,926
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In addition to the investments scheduled above, as of June 30, 2008, the component units had investments of $117,991,000 in money
market mutual funds operated in accordance with Rule 2a-7 of the Investment Company Act of 1940, as amended. The funds’ fair values
are based on a share price of $1.00 per share. In addition, as of June 30, 2008, the component units’ investments include the fair value of
stock mutual funds, $185,861,000, corporate equity securities, $152,821,000, real estate $7,356,000, and the share of assets invested with the
foundation, $235,461,000.

Interest Rate Risk. The policy of the higher education institutions for managing their exposure to fair value loss arising from increasing
interest rates is to comply with their investment policy, which sets maximum maturities for various fixed income securities.

Credit Risk. The policies of the higher education institutions for reducing their exposure to credit risk is to require minimum quality
ratings for fixed income securities. The investment policy of the Maryland Prepaid College Trust requires the average rating in each portfolio to

be “A” or better. Money market mutual funds and bond mutual funds of the component units are not required to be rated.

As of June 30, 2008, the component units had the following investments and quality ratings (amounts expressed in thousands).

Percentage
Rating of Total
Investment Type Fair Value Rating Organization Investments
ULS. QZENCIES ..ttt $122,125 AAA/Aaa S&P & Moody’s 12.55%
ULS. AGENCIES .ottt 835 Not rated 0.09
Money market mutual funds e 79,344 Aaa Moody’s 8.16
Money market mutual funds..........cccooeiiiiiiiiienns 38,647 Not rated 3.98
Bond Mutual Funds.........ccccooviiiiiiiiniiiccs 14,995 Not rated 1.54
Corporate debt Securities. .......ovuvvrirueueirieieieieieieieieeieeies 33,295 AAA/Aaa S&P & Moody’s 3.43
Corporate debt securities. .. ... .. ...c. e 9,525 AA/Aa S&P & Moody’s 0.98
Corporate debt securities.............cuuinineeiieeeines 16,387 A S&P & Moody’s 1.69
Corporate debt securities.............cuviieneeeiieeeines 19,644 Less than A Moody’s 2.02
Corporate debt securities. .. ..........cuuiiineeieieeenes 77 BBB S&P & Moody’s 0.01
Corporate debt securities. .. ... .. ...cuuiiiniineeeieeeines 28,769 Not rated 2.96
Municipal bonds...........ooiiiiiiiiiii s 6.672 Aaa Moody’s 0.69
TOtal .. $370,315 38.10%

Concentration of Credit Risk. The component units place no limit on the amount they may invest in U.S. Government issuers. More than
5% of the component units’ investments are in obligations of the Federal Home Loan Mortgage Corporation. These investments are 6.2% of
the component units’ total investments.

In addition to the Maryland Prepaid College Trust, the College Savings Plans of Maryland includes the Maryland College Investment
Plan, a fiduciary component unit. As of June 30, 2008, the Plan has $1,566,497,000 of investments held in trust for individuals and
organizations.

C. Securities Lending Transactions:

1. Governmental and Enterprise Fund Tjpes:

Under Section 2-603 of the State’s Finance and Procurement Article, the State lends U.S. Government securities to broker-dealers and
other entities (borrowers). The State Treasurer’s Office controls the program and authorizes all transactions. These transactions may involve
certain investments held in the State treasury for the benefit of State agencies. The State’s custodial bank manages the securities lending program
by contracting with a lending agent who receives cash as collateral. The lending agent may use or invest cash collateral in accordance with the
reinvestment guidelines approved by the State Treasurer’s Office. Additionally, under the terms of the lending agreement, the lending agent
indemnifies the State against any credit loss arising from investment of the collateral. The collateral will be returned for the same securities in the
future. Cash collateral is initially pledged at greater than the market value of the securities lent and additional cash collateral has to be provided by
the next business day if the aggregate value of the collateral falls to less than 100 percent of the market value of the securities lent.

Securities on loan at year-end are owned by the general fund, the Maryland State Lottery Agency and the Economic Development Loan
Programs and are included in the preceding Investments Schedule in 3.B. At year-end, the State has no credit risk exposure to borrowers
because the amounts the State owes the borrowers exceed the amounts the borrowers owe the State. As of June 30, 2008, the fair value of the
loaned securities and the related collateral were as follows (amounts expressed in thousands).

Fair Value
Lent Collateral Percent
Securities Received Collateralized
Securities-General fund .........coooveivviiiiiiiiiiceieceeeees $241,816 $244,800 101.2%
Securities-Lottery AGency........cooceeiiioiniicieniniceenicenes 110,754 112,654 101.7
Securities-Economic Development Loan Programs........... 1,230 1,255 102.0
TTOTAL et $353,800 $358,709 101.4
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Either the State or the borrower may terminate the lending agreements on demand. Lending agreements are usually short in duration.
The duration of lending agreements is matched with the term to maturity of the investment of the cash collateral by investing only in
repurchase agreements. Such matching existed at year-end. Investments made with cash received as collateral are included in the preceding
Investments-Governmental Funds Schedule in 3.B.1.

The State’s custodial bank is obligated to indemnify the State against liability for any suits, actions or claims of any character arising from
or relating to the performance of the bank under the contract, except for liability caused by acts or omissions of the State.

The State did not experience any losses on their securities lending transactions for the year ended June 30, 2008.

2. Fiduciary Funds:

The Pension Trust Funds (Funds) participate in a securities lending program as permitted by the investment policies as approved by
the Board of Trustees. The Funds custodian lends specified securities to independent brokers in return for collateral of greater value. The
preceding Investments — Fiduciary Funds Schedule in 3.B.3 includes (1) securities lent at year-end for cash collateral; (2) securities lent for
securities collateral; and (3) investments purchased with cash collateral.

Borrowing brokers must transfer in the form of cash or other securities, collateral valued at a minimum of 102% of the fair value of
domestic securities and international fixed income securities, or 105% of the fair value of international equity securities on loan. Collateral is
marked to market daily. If the fair value of the pledged collateral falls below the specified levels, additional collateral is required to be pledged
by the close of the next business day. In the event of default by a borrowing broker, the Funds’ custodial bank is obligated to indemnify the
Funds if; and to the extent that, the fair value of collateral is insufficient to replace the lent securities. The Funds have not experienced any loss
due to credit or interest rate risk on securities lending activity since inception of the program. As of June 30, 2008, the Funds had no credit
risk exposure to borrowers because the fair value of collateral held for securities lent exceeded the fair value of the related securities, as follows
(amounts expressed in thousands).

Cash Collateral
Fair Received or Non-Cash Percent
Securities Lent Value Collateral Value Collateralized
Lent for cash collateral:
Fixed INCOME SECUIITIES v..vvvrerrreeereeeeeeeeeeeeereeeeeeeeeeeeeneeea $ 488,829 $ 498,828 102.0%
DOomeStic eqUITIES...c.vevvinieieieiiirieieieciece e 817,860 841,935 102.9
International €qUITIES........cveueuiviruereirinieiiirieiccceeeces 462,197 485,753 105.1
SUDTOTAL et 1,768,886 1,826,516
Lent for noncash collateral:
Fixed INCOME SECULITIES .. .vvvveeeeeereeeeeeeeeeeeeeeeeeeeeeeereeeeseeaaees 20,167 20,590 102.1
Domestic equities........ 60,304 61,705 102.3
International equities 1,494 1,529 102.3
Total SecUurities LenT . e et ieeeeeeeeeeie e eeeeeeee e $1,850,851 $1,910,340 103.2

Although the average term of the Funds’ security loans is one week, each loan can be terminated at will by either the Funds or the
borrower. Cash collateral is invested in one of the lending agent’s short-term investment pools, which as of June 30, 2008, had a weighted
average maturity of 33 days and an average expected maturity of 177.5 days. Because the relationship between the maturities of the investment
pools and the Fund’s security loans is affected by the maturities of the loans made by other entities that use the agent’s pools, the Funds cannot
match maturities. The Funds cannot pledge or sell collateral securities received unless and until a borrower defaults.

4. Receivables:

Taxes receivable, as of June 30, 2008, consist of the following (amounts expressed in thousands).

Major Governmental

Funds Non-Major Total
Special Governmental Governmental

General Revenue Funds Funds
TILCOINIE TAXES «eevveeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeseeeeeeeessaeesaaee $534,456 $ 534,456
Sales and USE TAXES ...evveiivueeieeiieceie ettt 395,054 395,054

Transportation taxes, principally motor vehicle fuel

AN EXCISE .. vttt ettt et e e eaeeeanes $82,432 82,432
Other taxes, principally alcohol and property ... 54,220 $15,329 69,549
Less: Allowance for uncollectibles..... 32,488 32,488
Taxes receivable, Net....ueeieeoreeeeeeeeeeeeeeee e $951,242 $82,432 $15,329 $1,049,003

Tax revenues are reported net of uncollectible amounts. Total uncollectible amounts related to tax revenues of the current period are

$3,864,000.
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Other accounts receivable in the governmental funds of $495,009,000, including $87,804,000 due in excess of one year, consist of various
miscellaneous receivables for transportation costs, collection of bills owed to the State’s collection unit, Medicaid reimbursements, and child
support and public assistance overpayments and surcharges.

Other accounts receivable for the enterprise funds of $223,351,000, primarily consist of $105,550,000 due to the Maryland
Unemployment Trust Fund from employers and for benefit overpayments, and $34,920,000, due to the Maryland State Lottery Agency for
lottery ticket sale proceeds.

5. Deferred Revenue:

Governmental funds report deferred revenue in connection with receivables for revenues that are not considered to be available to
liquidate liabilities of the current period. Governmental funds, enterprise funds and component units also defer revenue recognition in
connection with resources that have been received, but not yet earned.

As of June 30, 2008, the various components of deferred revenue reported in the governmental funds and enterprise funds were as follows
(amounts expressed in thousands).

Unavailable Unearned Total

Tax receivables for revenues not considered available to liquidate liabilities of the current

period (general fund)........cooocieiiiiiiiiiii s $148,694 $148,694
Other receivables for revenues not considered available to liquidate liabilities of the current

period (general fund).......coooooieiiiiiiiiiii s 194,237 194,237
Other receivables for revenues not considered available to

liquidate liabilities of the current period (special revenue fund) ........cooevvivvivivinnicinnene. 38,420 38,420
Other receivables for revenues not considered available to liquidate liabilities of the

current period (other governmental funds) .........ccoeevvirieinininininnincircee 69 69
Receipts that have been received, but not earned (general fund) ..o, $20,550 20,550
Revenue in connection with resources that have been received,

but not earned (special revenue fund).........ccoevviiiiiviiniinninie 8,347 8,347
Revenue in connection with resources that have been received, but not earned

(enterprise fUNAS) ..c.c.iuiuiuiiiiiiiic e 20,276 20,276

Total deferred/unearned revenue for governmental funds and enterprise funds............ $381,420 $49,173 $430,593

6. Loans and Notes Receivable and Investment in Direct Financing Leases:
A. Loans and Notes Receivable:

Loans and notes receivable, as of June 30, 2008, consist of the following (amounts expressed in thousands).

Primary Government Component Units

Special Revenue  Non-major

Department of Governmental Higher Stadium
General Transportation Funds Enterprise Education Authority  Other
Notes receivable:
Political subdivisions:
Water quality projects.......ccccccucucueunnnne. $ 3,795 $ 862,689
Construction.... $3,760 24
Other oo 545
Hospitals and nursing homes................. 350
Permanent mortgage loans ...........cccco... 2,938,053
Student and health profession loans......... $80,032
Shore erosion loans 5,653
Other...cccevveevvennnee. ... $3,778 6,073 $3,913 823
Total oo 3,778 3,760 10,367 3,800,742 86,105 3,913 823
Less: Allowance for possible loan losses. 221,565 12,711 195
Loans and notes receivable, net..... 3,778 3,760 10,367 3,579,177 73,394 3,913 628
Due within one year.......cocovvveeevrereeernenene 471 1,116 1,851 122,226 10,449 325 52
Due in more than one year.......c.cocoveverenenene $3,307 $2,644 $ 8,516  $3,456,951 $62,945 $3,588 $576
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Certain notes receivable for advances of general obligation bond proceeds bear interest at rates ranging from 4.4% to 8.8% and mature
within 26 years.

Water quality project loans consist of loans to various local governments and other governmental entities in the State for wastewater and drinking
water projects under the United States Environmental Protection Agency’s (EPA) Capitalization Grants for State Revolving Funds’ Federal assistance
program. The permanent mortgage loans consist of financing for single and multi-family projects, rental projects, small businesses, industrial sites and
various other purposes. Student and health profession loans are made pursuant to student loan programs funded through the U.S. Government.

B. Investment in Direct Financing Leases:

Enterprise Funds:

As of June 30, 2008, the Maryland Transportation Authority (Authority) has direct financing leases with the State’s Department of
Transportation and Washington Metropolitan Area Transit Authority (WMATA). The present value of the direct financing leases as of June
30, 2008, was $442,476,000. As of June 30, 2008, the Authority held $41,928,000 to be spent to complete assets under these direct financing
leases. Lease payments receivable, including unearned interest for each of the five succeeding fiscal years and thereafter, including repayment of
amounts to be spent, consist of the following (expressed in thousands).

$ 45,921

46,156

46,401

46,733

46,945

2014-2018.... 188,031
2019-2023 ... 164,686
2024-2028 ..ottt h ekt e b btk bt e a ke b skt h et b stttk s st enenen 139,538
2029-2033 ..o a e h b bR a e a e h e R na e e ea s 54,221
Total ..o 778,632

Less: Unearned interest income ... 294,228

Net lease payments......c.ceveueeeririereirinreneinieiereieseeeseeeveeneenenes 484,404
Restricted investments related to unexpended bond proceeds........coveveuivirieiiiininiicininiecinccec e 41,928

Net investments in direct fInanCing Jeases..........ccuviiuiiiiiiiiiiiiiiiicec e $442 476

Component Units:

As of June 30, 2008, the Maryland Stadium Authority (Authority) has direct financing leases with the State. The present value of the
direct financing leases as of June 30, 2008, is $258,148,000. As of June 30, 2008, the Authority held $9,922,000 to be spent to complete
assets under these direct financing leases. Lease payments receivable, including unearned interest for each of the five succeeding fiscal years
and thereafter, including repayment of amounts to be spent, consist of the following (expressed in thousands).

2009 eh e eh e a e R a e h e h e a et Rttt et ea e eh e ea e ea e e e e e e aeeae s $ 31,539
31,603

31,691

31,861

31,865

2014-2018.... 137,267
2019-2023 ... 80,116
2024-2028 ... 22,913
Total 398,855

Less: Unearned INTEIESt iNCOME ......cvoviviieieiiiiieieieieieieseteie ettt es st s e s et eaeae s 130,785

Net lease payments.......cccueueueueueueueueuememeeieiereeiererererenerenenerenenens .. 268,070
Restricted investments related to unexpended bond proceeds 9,922

Net investments in direct fiNancing lEases.........coviiiiiiiiiiiiiite et $258,148
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7. Restricted Assets:

Certain assets of the governmental activities, business-type activities and component units are classified as restricted assets on the

Statement of Net Assets.

The purpose and amount of restricted assets as of June 30, 2008, are as follows (amounts expressed in thousands).

Amount

Purpose

Governmental Activities:

$ 26,004
159

8,065
5,653

$ 39,881

Business-type Activities:

$3,490,116
778,448
986,316
160,863
932,743

$6,348,486

Component Units:

$ 150,984
11,545
9,561

$ 172,090

Represents money restricted for completion of transportation construction projects maintained in a trust account per
Certificates of Participation agreements

Represents funds transmitted to bond paying agents and restricted for payments

for coupons and bonds that have not been presented

Represents sinking fund deposits restricted for redemption of term bonds

Consists of Shore Erosion Control Program loans, the repayments of which are restricted by statute for future loans

Assets of the Community Development Administration and the State Funded Loan Programs are restricted for various
mortgage loans for low-income housing and local governments” public facilities

The purpose of the restricted assets is to secure the revenue bonds of the Maryland Water Quality Administration
made for waste-water treatment systems and bay restoration

Restricted assets represent deposits with the U.S. Treasury to pay unemployment compensation benefits in accordance
with Federal statute

This cash is held in separate annuity contracts and coupon bonds in the Maryland State Lottery Agency for winning
lottery ticket payouts

Cash and investments have been restricted in accordance with revenue bond debt covenants of the Maryland
Transportation Authority for completion of capital projects, facility operations and debt service

Restricted assets of higher education include funds held by the trustee for future construction projects, cash restricted
for endowment purposes and assets associated with student loans and loan repayments

Restricted assets of Maryland Stadium Authority include cash and cash equivalents and investments that relate to
revenue bond indentures

Restricted assets include investments that relate to revenue bond indentures and to restricted project advances for the
provision of water supply and waste-water treatment by the Maryland Environmental Service

8. Interfund Receivables and Payables:

Interfund balances, as of June 30, 2008, consist of the following (amounts expressed in thousands).

Receivable Fund Payable Fund Amount
General Fund Special Revenue Fund $ 9,018 (a)
Enterprise Funds -
Economic Development Loan Programs 1,600 (b)
Maryland State Lottery Agency 39,418 (a)
Non-major enterprise funds 1,758 (¢)
5170
Special Revenue Fund General Fund W(d)

Enterprise Funds -

Maryland Transportation Authority 35,937 (e)

$ 99,880
Non-major Governmental Funds General Fund $ 15,752 (g)

Enterprise Funds —

Economic Development Loan Programs ~ General Fund $37,799 (g)
Unemployment Insurance Program General Fund 1,632(g)
Maryland Transportation Authority Special Revenue Fund 8,728 (f)

$ 48,159
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The receivable and payable transactions between the Primary Government and Component Units, as of June 30, 2008, consist of the
following (amounts expressed in thousands).

Receivable Fund Payable Fund Amount
General Fund Higher Education Fund $ 551

Component Units -
Higher Education Fund General Fund $ 94
Maryland Stadium Authority General Fund 3,609
$3,703

(a) The amounts represent monies collected by the special revenue fund and the Maryland State Lottery in June, 2008, and paid to the
general fund in July, 2008.

(b) The amount represents short term advances from the general fund for principal and interest payments.

(c) The non-major enterprise funds received a loan from the State’s general fund to finance the acquisition of the Department of Public
Safety’s laundry services.

(d) The amount represents income tax subsides and return of health insurance costs from the general fund.

(e) The Maryland Transportation Authority collects fees for the special revenue fund. The money will be used to build and maintain
special revenue fund infrastructure, structures and other improvements.

(f) The Maryland Transportation Authority lent funds to the Special Revenue Fund for a construction project at the Seagirt Marine
Terminal. The balance outstanding as of June 30, 2008, was $8,728,000. Payments will continue for 33 years after completion of
the project.

(g) These amounts represent receivable balances from general fund subsidies.

All interfund balances except for (c) and (f), above, are expected to be repaid by June 30, 2008.

9. Interfund Transfers:

Interfund transfers, for the year ended June 30, 2008, consist of the following (amounts expressed in thousands).

Transfers In Transfers Out Amount
General Fund Special Revenue Fund $ 93,921
Non-major Governmental Funds 10,007
Enterprise Funds -

Maryland State Lottery Agency 529,404

Economic Development Loan Programs 3,996

Unemployment Insurance Program 11,390

$648,718

Special Revenue Fund General Fund $190,761
Non-major Governmental Funds General Fund $221,969
Special Revenue Fund 118,987

$340,956
Enterprise Funds - -
Loan Programs General Fund $ 28,025
Non-major Governmental Funds 2,829

Non-major Enterprise Funds 10,000

Maryland Transportation Authority Special Revenue Fund 36,000
$ 76,854

Transfers are primarily used to 1) transfer revenues from the fund required by statute or budget to collect the revenue to the fund required
by statute or budget to expend them, 2) transfer receipts restricted to debt service from the funds collecting the receipts to the non-major
governmental funds as debt service payments become due, and 3) provide unrestricted revenues collected in the general fund to finance
various programs accounted for in other funds in accordance with budgetary authorizations. In addition, the non-major governmental funds
transferred $6,286,000 of interest earned on bonds, $415,000 for expenses for bond sales, $1,934,000 return of funds for rescinded pay-as-
you-go capital projects, $172,000 of Shore Erosion loan repayments and $1,200,000 for program open space park service operations to the
general fund. The general fund transferred $29,349,000 for redemptions and interest on state bonds, $173,401,000 for program open space
capital projects, $7,122,000 for improvements at Maryland veteran cemeteries, and $11,810,000 for other capital projects, primarily public
school construction, to the non-major governmental funds. The special revenue fund transferred $118,987,000 for redemptions and interest
on transportation bonds.

The Maryland State Lottery transferred revenue in excess of funds allocated to prize awards, operating expenses and capital expenditure
payments in the amount of $529,404,000, to the general fund. The general fund transferred $28,025,000 to support the operations of
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Enterprise Funds — Loan Programs, and the Enterprise Funds — Loan Programs transferred $3,996,000 of unused funds to the general fund. The
Unemployment Insurance Program transferred $11,390,000 of unused proceeds to the general fund. The special revenue fund also transferred
$36,000,000 to the Enterprise Fund — Maryland Transportation Authority for design, planning and land purchases for the Inter-County Connector
Project. Expenditures for capital projects of $2,829,000 were transferred to Enterprise Funds — Loan Programs. The non-major enterprise funds
transferred $10,000,000 to the Economic Development Loan Funds to provide additional funding for Homeownership Programs, Affordable
Rental Housing and Special Loan Programs to low and moderate income families.

During the year, the general fund and other governmental funds had expenditures of $1,581,016,000 and $270,363,000 respectively, that
were for funds provided to supplement revenues and construction costs, respectively, of the higher education component units. The general fund
also had net expenditures of $19,100,000 that were for funds provided to supplement revenues of the Maryland Stadium Authority. The general
fund transferred $28,026,000 to the non-major component unit, the Maryland Technology Development Corporation, for stem cell research
and other operating grants.

10. Capital Assets:
A. Capital Assets, Primary Government:

Capital assets activity by asset classification net of accumulated depreciation, for the year ended June 30, 2008, was as follows (amounts
expressed in thousands).

Governmental activities:

Balance Transfers Balance
Classification June 30, 2007 Additions Deletions In (Out) June 30, 2008
Capital assets, not being depreciated,
Land and improvements.........c.coveeeeuerreneeeuernececernenecees $ 2,774,673 $ 93,317 $ 5,008 $ 14,351 $ 2,877,333
Art and historical treasures ..........ooevvevvevvevrerreeeeeeeeneens 27,795 27,795
Construction in Progress .........oceeeerereeererereseseseseseseseseeens 2,751,603 885,063 35,940 (384,873) 3,215,853
Total capital assets, not being depreciated.................. 5,554,071 978,380 40,948 (370,522) 6,120,981
Capital assets, being depreciated,
Structures and IMProvements .........oceeevreveeererireresirerennns 5,369,065 178,328 7,065 126,656 5,666,984
Equipment......... 2,325,169 130,540 31,436 29,918 2,454,191
Infrastructure 15,602,578 411,590 88,753 213,948 16,139,363
Total capital assets, being depreciated ...........cccevneneeee. 23,296,812 720,458 127,254 370,522 24,260,538
Less accumulated depreciation for,
Structures and improvements 1,986,119 155,684 3,379 2,138,424
T T LT 1,523,400 154,089 29,073 1,648,416
TOFTASTIUCTULE ettt et e e s 7,160,052 632,414 9,860 7,782,606
Total accumulated depreciation ..........cccccevririeeinicnce. 10,669,571 942,187 42,312 11,569,446
Total capital assets, NEC ...vvvvveererereeeeirieieieieieieieieias $18,181,312 $756,651 $125,890 $ — $ 18,812,073
Business-type activities:
Balance Balance
Classification June 30, 2007 Additions Deletions June 30, 2008
Capital assests, not being depreciated,
Land and improvements........cceeueueueveueuererereuerereneuerenenenes $ 253,238 $ 51,824 $ 305,062
Construction in Progress .......covevevevererirrereresnruereesisreneennes 557,194 557,194
Total capital assets, not being depreciated.................. 253,238 609,018 862,256
Capital assets, being depreciated,
Structures and IMProvemENts ........ceeveveveveverereuererereienerenenes 50,953 6,426 57,379
EQUIPIIENIE eresereevereeressresseesenressressessemresssesamssonres 35,816 3,059 $ 172 38,703
INfrastruCture cuvoveeeeeereeeieereereereereereereenens 2,629,363 19,185 2,610,178
Total capital assets, being depreciated 2,716,132 9,485 19,357 2,706,260
Less accumulated depreciation for,
Structures and IMProvemMENts ......c.eveveveveeeverereuererereienerenenes 27,085 2,950 30,035
EQUipment ........cccoiiiiiiiiiiiiccccecceee e 24,722 1,944 172 26,494
INfrASEIUCEULE cvvvvevreereererieteeteeveeteeteeeseesereereereereereereereesnens 1,052,383 31,673 1,084,056
Total accumulated depreciation ..........ceevvvreveeereence. 1,104,190 36,567 172 1,140,585
Total capital assets, NEC ...c.cceeerviieeriiiririreeireees $1,865,180 $581,936 $19,185 $2,427,931

64  www.marylandtaxes.com



B. Depreciation Expense, Primary Government:

The depreciation expense for the year ended June 30, 2008, for the primary government was charged as follows (amounts expressed in
thousands).

Governmental activities:

Function Amount

General GOVEITUTICNIE 1.ttt eseteseetessese et e s e s e s e se et ess e s e s e se s e e s e s et e ae e e ea s e s e e e Re e b e R s e b e e e R e e b e Rs e b e s e R e e b oA s e R et e R e s b e s e b e b e R e e h e e e R et e aeea et et ns e $ 33,857

Education............ 6,412
Human resources......cceeeue..... 9,870
Health and mental hygiene..........cooiiiiiiiiiii 7,642
EVITOMIMIEIIT 1.ttt ettt ettt b bt h bt s b bt e b bt e e bttt eb bttt b st s e ekttt ne s eaenen 418
Public safety .....ceeevevrerccennecineecne 39,154
Housing and community development 785
Natural resources and recreation............ 16,075
TEANSPOITATION +euevvtnrrtentreteteatreeteteetseetetesteaesestassaebes et et eb ettt ebestassaebes et e b ebee e e e b b e st s es b et s e b s tae et e b sttt ebe st ssaeb sttt ebese e esenesenne 813,835
AGEICULTULE ..o h bbbt 11,058
Labor, licensing and regulation............ccciiiiiiiiiii s 428
JUAICIAL e+ttt ettt ettt et e et e st et e s te et e ebeeseessess e s e s e b e e b e eb e et s es s e s s e b e b e tebeeseeseeseentententebeebeaseeseessest et esebestentenraens 2,653
Total depreciation expense — governmental ACLVILIES ........c.euiueuiuiuiuiuiiiiiiiiiiciceie e $942,187
Business-type activities:
Function Amount
STALE LOTEEIY v tutteteutaetetet ettt ettt b ettt b ettt eb et b st s b a s bbbt e e e b e sttt eb e st e et b e sttt b st b bt e b b stttk n et beben et et ebenea $ 628
TranspOrtation AUTROLITY .. ...cveviieieiirieie sttt 34,561
Maryland Correctional EIEEIPIISES ....c.c.eueuiuiuiuiuiuiiiiiiiiiiiicieieitieieititicies ettt ettt ettt ettt sttt caeas 1,351
Economic Development Loan PrOgIamms........c.ceiuiuiuiuiuiiiuiuiiiiiieiiiiieieititeeiestiteesestateesestese ettt ettt et esessesaeaes 27
Total depreciation expense — DUSINESS [YPE ACTIVITIES .....uuvueuiuiueuiuimiiiiiiietieieititieseseitieeesti ettt ettt $36,567

11. Long-Term Obligations:
A. Governmental Activities:

Changes in governmental activities’ long-term debt, for the year ended June 30, 2008, are as follows (amounts expressed in thousands).

Balance Balance Amounts Due
June 30, 2007 Additions Reductions June 30, 2008 Within One Year
Bonds and Notes Payable:
General obligation bonds .........ccoeciiniiiininnennn. $5,142,154 $ 779,986 $428,310 $5,493,830 $464,725
Transportation bonds .........ccccecevveininiicicinnnenae. 1,111,050 226,755 68,990 1,268,815 76,210
Deferred amounts:
[ssuance premiums.....c.coceveveeeevriereiennnereeneenenenes 420,884 64,662 46,865 438,681
On refunding.....c.cccceeeciccincnce. . (57,247) (11,294) (45,953)
Total bonds and notes payable 6,616,841 1,071,403 532,871 7,155,373 540,935
Other Liabilities:
Compensated absences.........oeeevvvereiiricieinnnenens 277,923 180,445 181,996 276,372 182,315
Self INSULANCE COSLS..vvvrirrirrarrerrerreereereereereereereennenns 304,648 889,072 876,021 317,699 113,499
Escheat property . 43,937 43,151 52,081 35,007 29,800
Net pension obligation.........cccccevvvevcieinieiiinnnenne. 646,040 153,975 800,015
Net other post employment benefits obligation...... 695,921 695,921
Obligations under capital leases.........cocevevnuenneee. 535,482 26,681 47,029 515,134 48,783
Obligations under
capital leases with component units........cceence.. 278,265 4,504 17,002 265,767 16,934
Other long-term liabilities . 391,029 102 22,295 368,836 19,625
Total other liabilities........c.cccoeveevieierieieierrennee. 2,477,324 1,993,851 1,196,424 3,274,751 410,956
Total long-term liabilities-
governmental aCtiVIties ......eevevevererereverenees $9,094,165 $3,065,254 $1,729,295 $10,430,124 $951,891
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General Obligation Bonds -

General obligation bonds are authorized and issued primarily to provide funds for State owned capital improvements, facilities for
institutions of higher education and the construction of public schools in political subdivisions. Bonds have also been issued for local government
improvements, including grants and loans for water quality improvement projects and correctional facilities, and to provide funds for loans or
outright grants to private, not-for-profit cultural or educational institutions. Under constitutional requirements and practice, the Maryland
General Assembly, by a separate enabling act, authorizes loans for particular objects or purposes. Thereafter, the Board of Public Works, a
constitutional body comprised of the Governor, the Comptroller and the State Treasurer, by resolution, authorizes the issuance of bonds in
specified amounts. Bonds are issued and accounted for on a “cash flow” basis rather than a “project” basis and are not sold to specifically fund an
enabling act. General obligation bonds are subject to arbitrage regulations. However, there are no major outstanding liabilities in connection with
these regulations as of June 30, 2008. Bonds issued after January 1, 1988, are subject to redemption provisions at the option of the State.

General obligation bonds, which are paid from the general obligation debt service fund, are backed by the full faith and credit of the
State and, pursuant to the State Constitution, must be fully paid within 15 years from the date of issue. Property taxes, debt service fund loan
repayments and general fund and capital projects fund appropriations provide the resources for repayment of general obligation bonds. During
fiscal year 2008, the State issued $779,986,000 of general obligations at a premium of $42,024,000 with related issuance costs of $2,669,000.

Refunded bonds of $260,160,000 maturing in fiscal years 2011-2016 and callable in fiscal years 2009-2011 were considered defeased as
of June 30, 2008. Accordingly, the trust account assets and the liability for the defeased bonds are not included in these financial statements.

General obligation bonds issued and outstanding, as of June 30, 2008, are as follows (amounts expressed in thousands).

Interest Annual Principal Principal Principal

Issue Maturity Rates Installments Issued Outstanding
8/14/97 2001-2013 4.8-5.0 % $ 20,855 $ 250,000 $ 20,855
3/5/98 2001-2013 4.5-5.0 20,855 250,000 20,855
7122/98 2002-2014 5.0-5.3 19,860-20,855 250,000 40,715
3/11/99 2002-2014 4.0-4.5 17,835-20,295 225,000 76,190
7129/99 2003-2015 4.3-5.3 9,490-10,345 125,000 29,745
8/3/00 2004-2016 5.1-5.8 14,340-16,745 200,000 62,085
3/8/01 2004-2016 4.0-5.5 14,355-20,535 200,000 138,290
7/26/01 2005-2017 5.0-5.5 13,725-20,285 200,000 151,335
11/21/01 2016 0(b) 18,098 18,098 18,098
3/21/02(a) 2003-2017 4.0-5.5 13,900-31,050 309,935 166,665
8/15/02(a) 2003-2018 3.0-5.5 16,000-60,095 515,830 247,890
3/6/03(a) 2006-2018 5.0-5.3 34,540-57,480 586,120 431,230
8/5/03 2007-2019 5.0 30,970-50,815 500,000 440,940
8/10/04 2008-2020 5.0 23,545-40,820 400,000 377,600
10/21/04 (a) 2005-2016 5.0 18,495-108,620 574,655 456,065
11/30/04 2020 0 (b) 9,043 9,043 9,043
3/17/05 (a) 2006-2020 4.0-5.3 20,745-105,235 631,185 596,865
8/11/05 2009-2021 4.3-5.0 28,215-43,820 450,000 450,000
3/23/06 2009-2021 4.0-5.0 20,060-27,955 300,000 300,000
8/10/06 2010-2022 4.3-5.0 20,330-34,870 350,000 350,000
12/20/06 2022 0 (b) 4,378 4,378 4,378
3/15/07 2010-2022 5.0 18,520-31,975 325,000 325,000
8/16/07 2011-2023 5.0 21,000-38,265 375,000 375,000
12/18/07 2023 0 (b) 4,986 4,986 4,986
3/12/08 2011-2023 4.0-5.0 22,585-40,555 400,000 400,000
$7,454,230 $5,493,830

(a) Includes refunding debt
(b) Qualified Zone Academy Bonds are non-interest bearing,.

General obligation bonds authorized, but unissued, as of June 30, 2008, total $2,063,853,000.

As of June 30, 2008, general obligation debt service requirements for principal and interest in future years are as follows (amounts expressed
in thousands).

Years Ending

June 30, Principal Interest
2009 $ 464,725 $ 268,513
2010 482,290 245,525
2011 514,670 221,191
2012 492,330 194,997
2013 471,325 170,040
2014-2018 2,035,243 513,472

2019-2023... 1,033,247 101,604
$ 5,493,830 $1,715,342
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Subsequent to June 30, 2008, on July 28, 2008, general obligation bonds aggregating $415,000,000 were issued for capital improvements.
The interest rate on the new issue is 5.0%, and the bonds mature serially through 2024.

Transportation Bonds -
Transportation bonds outstanding as of June 30, 2008, are as follows (amounts expressed in thousands).

Outstanding
Consolidated Transportation Bonds — 3.0% to 5.3%, due serially through 2023 in annual installments of original
principal ranging from $13,000 t0 $112,100 ....coiiuiiiiiiiiiiittecee ettt s $1,176,455
Consolidated Transportation Bonds, Refunding — 4.0% to 5.0%, due serially through 2014 in annual installments
of original principal ranging from $8,040 t0 $26,890 .......ccccociiiiiiiiiiiiite s 92,360
TTOTAL ettt ettt ettt e e e et et e e —ee et teeet e e et eeaateeateea—eeeaate e teea—eeeetteeeteeeatesetteesaeeeaaeens $1,268,815

Consolidated Transportation Bonds are limited obligations issued by the Maryland Department of Transportation (Department) for highway,
port, airport, rail, or mass transit facilities, or any combination of such facilities. The principal must be paid within 15 years from the date of issue.

As provided by law, the General Assembly shall establish in the budget for any fiscal year a maximum outstanding aggregate amount
of these Consolidated Transportation Bonds as of June 30 of the respective fiscal year, that does not exceed $2,600,000,000 through
June 30, 2008, and thereafter. The aggregate principal amount of those bonds that was allowed to be outstanding as of June 30, 2008,
was $1,497,060,000. The aggregate principal amount of Consolidated Transportation Bonds outstanding as of June 30, 2008, was
$1,268,815,000. Consolidated Transportation Bonds are paid from the transportation debt service fund. Principal and interest on
Consolidated Transportation Bonds are payable from the proceeds of certain excise taxes levied by statute and a portion of the corporate
income tax credited to the Department. These amounts are available to the extent necessary for that exclusive purpose before being available
for other uses by the Department. If those tax proceeds become insufficient to meet debt service requirements, other receipts of the
Department are available for that purpose. The holders of such bonds are not entitled to look to other State resources for payment.

Under the terms of the authorizing bond resolutions, additional Consolidated Transportation Bonds may be issued, provided, among
other conditions, that (1) total receipts (excluding Federal funds for capital projects, bond and note proceeds, and other receipts not available
for debt service), less administration, operation and maintenance expenses for the preceding fiscal year, equal at least two times the maximum
annual debt service on all Consolidated Transportation Bonds outstanding and to be issued, and that (2) total proceeds from pledged taxes
equal at least two times the maximum annual debt service on all Consolidated Transportation Bonds outstanding and to be issued.

The 2007 session of the General Assembly established a maximum outstanding principal amount of $726,200,000 as of June 30, 2008,
for all nontraditional debt of the Department. Nontraditional debt outstanding is defined as any debt instrument that is not a Consolidated
Transportation Bond or GARVEE bond (tax-exempt debt backed by annual federal appropriations for federal-aid transportation projects).
This debt includes certificates of participation, debt backed by customer facility charges, passenger facility charges, or other revenues, and debt
issued by the Maryland Economic Development Corporation or any other third party on behalf of the Department. As of June 30, 2008,
the Department’s nontraditional debt outstanding was $740,608,000 and is reported as obligations under capital leases and other long-term
liabilities and includes funds held by the bond trustee under these agreements.

Arbitrage regulations are applicable to the transportation bonds payable. The Department estimates there are no material liabilities for
arbitrage rebates as of June 30, 2008.

During fiscal year 2008, the Department issued $226,755,000 of Consolidated Transportation Bonds at a premium of $22,638,000.

Refunded bonds of $46,500,000 were considered defeased as of June 30, 2008. Accordingly, the trust account assets and the liability for
the defeased bonds are not included in these financial statements.

As of June 30, 2008, Department bond debt service requirements for principal and interest in future years are as follows (amounts
expressed in thousands).

Years Ending Consolidated Transportation Bonds
June 30, Principal Interest
2009 e $ 76,210 $ 60,519
2010 et 77,595 57,284
2011 e 83,170 53,838
2012 1 95,045 49,960
2013 o 98,740 45,459
2014-2018 591,200 146,411
2019-2023.... 246,855 30,241
TOTAL e $1,268,815 $443,712
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Obligations Under Capital Leases -

Obligations under capital leases as of June 30, 2008, bore interest at annual rates ranging from 1.7% to 5.9%. Capital lease obligations with
third parties in fiscal year 2008 increased by $26,681,000 for master equipment and building leases entered into by the general fund and leases
for various transportation related projects entered into by the Maryland Department of Transportation. The capital leases with component units
include the general fund’s capital leases with the Maryland Stadium Authority, which are being paid with the net proceeds transferred from certain
Lottery games, and with other non-major component units. Following is a schedule of annual future minimum payments under these obligations,
along with the present value of the related net minimum payments as of June 30, 2008 (amounts expressed in thousands).

Capital Lease Obligations with

Years Ending

June 30, Third Parties Component Units

2009 e —————————aaaas $72,027 $33,771

64,246 33,823

54,779 34,087

48,475 33,248

42,394 32,986

2014-2018 e 181,100 139,722

2019-2023 oo 147,786 80,116

2024-2028 ..ot 103,367 22,913

2029-2033 ... 40,287

Total future minimum payments.......... 754,461 410,666

Less: Amount representing interest..... 239,327 132,544

Less: Restricted cash and investments............ 12,355

Present value of net minimum payments.... $515,134 $265,767

The reduction shown for restricted cash and investments in the amount of $12,355,000 is monies held by the bond trustee to be used
primarily for construction expenditures.

The assets acquired through capital leases are as follows (amounts expressed in thousands).

Third Parties

Asset Amount
CoOnStrUCtion IN PIOGLESS.....veverereererereerrirerieeseseseeeseseseessesesenes $ 15,281
Land and improvements..... 11,814
Buildings and improvements... 636,157
Machinery and equipment...... 304,938
Infrastructure.........cccouvueee. 67,580
Total acquired aSSELs......c.crveueuiuiueeiiiieemiiieeeiteeereceneeeeenene 1,035,770
Less: Accumulated depreciation ........c.ceveveeeuevereueverevevererenenns 275,983
Total capital assets - NEC......c.ceueimreeirieeeiiicieeireeeereenene $ 759,787

Other Liabilities -

The Maryland Department of Transportation has entered into several financing agreements, primarily with the Maryland Transportation
Authority, for the financing of various transportation related projects, similar in nature to capital leases. The Department has obligations under
other long-term liabilities of $368,836,000 as of June 30, 2008, bearing interest at annual rates ranging from 2.7% to 6.7%. Following is a
schedule of annual future minimum payments under these obligations, along with the present value of the related net minimum payments as of
June 30, 2008 (amounts expressed in thousands).

Years Ending June 30, Other Liabilities
2009ttt ettt et eaens $39,363
40,115
40,362
40,705
40,929
20T4-2018 .ottt et 157,782
20T19-2023 1o —————— 139,548
2024-2028 .ot 117,896
2029-2033 1o —————— 44,107
Total future Minimum PaymMeEnts........cceerveuereuieeeeereeeenrenens 660,807
Less: Amount representing interest .......ouveevueeereiueriuenienens 251,901
Less: Funds held by bond trustee................. 40,070
Present value of net minimum payments $368,836
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The reduction shown for restricted cash and investments in the amount of $40,070,000 is monies held by the bond trustee on behalf of
the Maryland Transportation Authority to be used primarily for construction expenditures.

The assets acquired through other long-term liabilities are as follows (amounts expressed in thousands).

Asset Amount
Construction in Progress .........cecvvveverereriueeneiisiereennienens $ 16,889
Buildings and improvements.... 363,100
Machinery and equipment .......c.cceeucueueueueueieieicueeenennas 7,867
TNFTASTIUCTULE v.vvveieree ettt veeeaee e 247,231
Total acquired assets ........cccevuvueururnncne 635,087
Less: Accumulated depreciation 73,906
Total capital assets — N€t.....ccuvururururiririeiriririicrnes $561,181

For the governmental activities, compensated absences, self insurance, escheat property claim payments, net pension obligations, net other
post-employment benefits obligations, obligations under capital leases and other liabilities are generally liquidated by the general or special
revenue fund as applicable.

B. Long Term Obligations — Business-type Activities:

Changes in long-term obligations for business-type activities as of June 30, 2008, are as follows (amounts expressed in thousands).

Balance Balance Amounts Due
June 30,2007  Additions Reductions June 30, 2008 Within One Year

Bonds Payable:

Revenue bonds payable .......ccoveciinnieiinnciniccnee $4,140,383  $1,468,598 $567,642 $5,041,339 $186,801

Other Liabilities:
LOCEETY PIIZES cvuvvvvireieieireeeetststetet sttt 170,055 12,309 37,974 144,390 32,502
ESCIOW depOSits ...cuvveveueiniereiininieicirinieiceneeicve e 50,705 10,141 18,768 42,078 7,188
Rebate liability et ieeeeeeeeeeeeeetereerr———————————aaeaaetrrerrrrins 11,101 2,868 1,303 12,666 2,032
Compensated abSEnces ......e.eevvreeveiririereirinrereeneeeeeneneenes 9,416 2,208 1,511 10,113 2,421
Self INSULANICE COSTS wvvveeeeneeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeneees 6,575 3,793 2,005 8,363 1,295
Obligations under capital leases..........ccccoeururecucunnicucnnenee 1,124 476 648 490
Total other Habilities ... ..ooveeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeene 248,976 31,319 62,037 218,258 45,928
Total long-term liabilities-business type activities...... $4,389,359  $1,499,917 $629,679  $5,259,597 $232,729

Debt service requirements for business-type activities’ notes payable and revenue bonds to maturity are as follows (amounts expressed in
thousands).

Maryland
Community Water Quality Maryland
Development Financing Transportation

Years Ending Administration Administration Authority

June 30, Principal Interest Principal Interest Principal Interest
2009, $ 122,230 $ 133,292 $15,125 $ 5,569 $ 49446 $ 81,323
2070 74,745 129,576 13,915 6,076 51,123 86,284
20T L 83,035 126,331 14,465 5,499 52,960 84,337
20121 82,415 123,019 15,660 4,890 55,033 82,286
2013 e 82,905 119,554 13,400 4,240 67,003 79,887
2014-2018.... 432,044 543,594 39,535 14,957 363,820 348,687
2019-2023 ..o 346,270 453,090 35,975 7,157 258,540 266,272
20242028 .o 324,200 369,204 7,685 535 265,745 200,488
2029-2033 ..ooiiiieee e 462,740 280,075 246,585 134,488
20342038 .ot 542,210 171,471 226,980 74,084
2039-2043 ... 276,805 67,787 193,535 18,291
2044-2048 ..o 112,780 8,715
2049-2053 .t 1,940 85

TOTal. e 2,944,319 2,525,793 155,760 48,923 1,830,770 1,456,427
Discounts, premiums and other deferred costs..... 26,899 5,512 31,424
Accumulated accreted interest 46,655

Total.ooeveieccirccene e $2,971,218 $2,525,793 $161,272  $48,923 $1,908,849 $1,456,427
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Community Development Administration (Administration) - Revenue Bonds:

The Administration, an agency of the Department of Housing and Community Development, has issued revenue bonds, proceeds of
which were used for various mortgage loan programs. Assets aggregating approximately $3,489,271,000 and revenues of each mortgage loan
program are pledged as collateral for the revenue bonds. Interest rates range from 1.9% to 6.8%, with the bonds maturing serially through
June, 2049. The principal amount outstanding as of June 30, 2008, is $2,971,218,000. Substantially all bonds are subject to redemption
provisions at the option of the Administration. Redemptions are permitted at rates ranging from 100% to 102% of the outstanding principal
amount. During fiscal year 2008, the Administration issued $454,965,000 of revenue bonds with interest rates ranging from 2.2% to 6.6%
and maturing serially through June, 2049.

The Administration issues short-term tax-exempt bonds to preserve its allocation of the state volume ceiling until the issuance of long-
term bonds to finance mortgages. In fiscal year 2008, the Administration issued 2007 Series L, which is still outstanding as of June 30, 2008.
Bonds of 2006 Series M, N, Q and R were issued in fiscal year 2007 and either were redeemed prior to maturity or matured in fiscal year 2008.

The short-term debt that was issued in fiscal year 2008 was in the Residential Revenue Bond Program Fund.

Short-term debt activity during fiscal year 2008 is as follows (amounts expressed in thousands).

Outstanding short-term debt as of June 30, 2007 ........cceveerurunnes $300,000
Issuance..... . 30,000
RETITEMENTS. c..eveeveereeee ettt et ere e eeae s . (300,000)

Outstanding short-term debt as of June 30, 2008 ....................... $ 30,000

This amount of short-term debt is included in the restricted revenue bonds payable on the Statement of Net Assets.

Subsequent to June 30, 2008, the Administration issued a total of $161,380,000 and redeemed a total of $22,460,000, of revenue bonds.

Interest Rate Swaps:

Objective of the interest rate swap. As a means to lower its borrowing costs, when compared against fixed-rate bonds at the time of issuance,
the Administration entered into interest rate swaps in connection with variable rate revenue bonds totaling $262,415,000. The intention of
the swaps was to effectively change the Administration’s variable interest rate on the bonds to fixed rates.

Terms. The bonds and the related swap agreements mature from September 1, 2025 through September 1, 2043, and the swaps’
notional amount of $262,415,000 matches the amount of the variable rate bonds. Under the swap agreements, the Administration pays the
counterparty a fixed payment of from 3.9% to 5.7% and receives a variable payment computed as either 64% of the London Interbank Offered
Rate (LIBOR) plus .3% or 100% of LIBOR. Conversely, the bonds’ variable rate is based on the Securities Industry and Financial Markets
Association Rate.

Fair value. Because interest rates have generally decreased since execution of the swaps, the swaps have a fair value of ($11,155,000) as of
June 30, 2008. The swaps’ fair value may be countered by a decrease in total interest payments required under the variable rate bonds, creating
a lower synthetic interest rate. Because the coupons on the Administration’s variable rate bonds adjust to changing interest rates, the bonds do
not have a corresponding fair value decrease. The fair value of the swaps is based on market value and is affirmed by an independent advisor
who used valuation methods and assumptions in accordance with GASB Technical Bulletin No. 2003-1.

Credit risk. The fair value of the swaps represents the Administration’s credit exposure to each counterparty as of June 30, 2008. The
fair value of three swaps with one counterparty is ($3,415,000), the fair value of two swaps with a second counterparty is ($2,825,000), and
the fair value of two swaps with a third counterparty is ($4,915,000). Therefore, the Administration is not exposed to credit risk as of June
30, 2008, because the swaps have a negative fair value. However, should the valuation of the swap change and the fair value turn positive,
the Administration would be exposed to credit risk in the amount of the swap’s fair value. The first counterparty is rated AAA by Standard
& Poor’s and Aaa by Moody’s, the second counterparty is rated AA by Standard & Poor’s and Fitch and Aa by Moody’s, and the third
counterparty is rated Aaa by Moody’s and AAA by Standard & Poor’s and Fitch. To mitigate the potential for credit risk, if the counterparties’
credit quality falls below A, the fair value of the swaps will be fully collateralized by the counterparties.

Basis risk. The swaps would expose the Administration to basis risk should the relationship between LIBOR and the Securities Industry
and Financial Markets Association Rate converge. If a change occurs that results in the rates moving to convergence, the expected cost savings
may not be realized.

Termination risk. The Administration or the counterparty may terminate the swap if the other party fails to perform under the terms
of the contract. The counterparty can terminate the contract if the ratings on the related bonds fall below the credit rating thresholds. Ifa
swap is terminated, the underlying variable rate bonds may be exposed to rising interest rates. If at the time of such termination a swap has a
negative fair value, the Administration would be liable to the counterparty for a payment equal to the swap’s fair value along with any accrued
interest.

Swap payments and associated debt. Using rates as of June 30, 2008, debt service requirements of the variable rate debt and net swap

payments, assuming current interest rates remain the same for their term, are as follows (amounts expressed in thousands). As rates vary,
variable rate bond interest payments and net swap payments will vary.
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Hedged Variable

Years Ending Rate Bonds Interest Rate
June 30, Principal Interest Swaps, Net Total
2009, $ 1,445 $ 6,198 $ 6,836 $ 14,479
207100 i 5,697 6,909 12,606
20T T 5,697 6,613 12,310
20120 i 5,710 6,255 11,965
20130 i 5,684 5,947 11,631
2014-2018 28,486 25,477 53,963
2019-2023 28,486 18,997 47,483
2024-2028 2,825 28,477 15,485 46,787
2029-2033 139,570 23,021 12,523 175,114
2034-2038 60,735 9,097 6,710 76,542
2039-2043 27,965 4,644 1,134 33,743
2044-2048 29,875 390 30,265
Total..ouii i $262,415 $151,587 $112,886 $526,888

On August 14, 2008, the Administration entered into an interest rate swap with a notional amount of $50,000,000. This agreement, a
synthetic fixed rate contract, will hedge $50,000,000 of 2008 Series D variable rate bonds issued on September 4, 2008.

Maryland Water Quality Financing Administration (Administration) - Revenue Bonds:

The Administration, an agency of the Department of Environment, has issued revenue bonds for providing loans and grants. Interest
rates range from 3.3% to 6.6%, payable semiannually, with annual installments from $2,625,000 to $12,920,000 to March 1, 2025. The
principal amount outstanding as of June 30, 2008, is $161,272,000. These bonds are payable solely from the revenue, money or property of
the Administration. During fiscal year 2008, the Administration issued $47,940,000 is Revolving Loan Fund Revenue Bonds Series 2008A
with an interest rate of 4.1% due serially through March 2025 and $50,000,000 in Bay Restoration Revenue Bonds Series 2008 with an
interest rate of 4.1% due serially through March 2023.

Maryland Transportation Authority Bonds:

Bonds outstanding as of June 30, 2008, are as follows (amounts expressed in thousands).

Series 1992 Capital appreciation refunding and financing revenue bonds for the Authority’s Transportation Facilities Projects
maturing in annual installments of original principal ranging from $720 to $5,781 from July 1, 2008, to July 1, 2015,

with approximate yield to maturity of 6.3% to 6.4% and an accreted AMOUNT ........cciuiuiieuiiiiiiccc e $ 74,496
BWI Consolidated Car Rental Facility Revenue bonds, Series 2002a, maturing in annual installments ranging from $1,935

to $8,505 from July 1, 2008, to July 1, 2032, with interest rates ranging from 2.8% to 6.7%, payable semiannually ............ 109,825
BWT Parking Garage Revenue Bonds, Series 2002b, maturing in annual installments ranging from $8,590 to $17,470

from March 1, 2009, to March 1, 2027, with interest rates ranging from 4.0% to 5.3% payable semiannually..................... 238,180
BWT Facilities Projects Bonds, Series 2003, maturing in annual installments ranging from $9,100 to $11,200

from March 1, 2009, to March 1, 2014, with a current variable rate of 1.7%. Payable semiannually........c.ccccveicirneuecnne. 60,900
WMATA Metrorail Parking Projects Bonds, Series 2004, maturing in annual installments ranging from $1,105 to $2,780 from

March 1, 2009, to March 1, 2029, with interest rates ranging from 3.0% to 5.0%, payable semiannually............cccceeereene 37,890

Series 2004 Revenue bonds, for construction and improvement of Authority’s Transportation Facilities projects, maturing in
annual installments of $1,045 to $15,235 from July 1, 2008, to July 1, 2032, with interest rates ranging from 4.5% to 5.3%

payable semiannually, and term bonds maturing July 1, 2034, with an interest rate 0f 5.0%0 ......ccocoeuviririeirirreinrrieerene 159,000
Calvert Street Parking Project Revenue bonds, Series 2005, maturing in annual installments ranging from $600 to $1,415
from July 1, 2008 to July 1, 2032, with interest rates ranging from 3.3% to 4.4% payable semiannually ..........cccccoeivnienne 23,175

Grant and Revenue Anticipation Bonds, Series 2007 (GARVEE bonds), maturing in annual installments ranging from $21,290

t0 $34,390 from March 1, 2009 to March 1, 2019, at an interest rate of 4.0%, payable semiannually to finance

the Intercounty Connector Highway ProJEct........ccccuiuiiiuiiiiiiiiiiiiiiiiiicicieiceeieeee ettt e 300,655
Series 2007 Revenue bonds, for construction and improvement of Authority’s Transportation Facilities projects,

maturing in annual installments of $1,025 to $12,685 from July 1, 2012, to July 1, 2031, with interest rates

ranging from 4.0% to 5.0% payable semiannually, and term bonds maturing July 1, 2037 and 2041 with an

INEEIEST FALE OF 400 .ottt eeeee et e et e et e e e et eeaeeeeate e et e eeseeeasaeesaseeessteesseesaseesaseeeasseesaseesassesesseesseessseesnseesnsaessssens 300,000
Series 2008 Revenue bonds, for construction and improvement of Authority’s Transportation Facilities projects,

maturing in annual installments of $8,885 to $31,070 from July 1, 2012 to July 1, 2038, with interest rates ranging

from 4.8% to 5.1% payable semiannually, and term bonds maturing July 1, 2041 with an interest rate of 5.0% 573,304
UNamortized PIEIMIUIIL......ccoviiiiiiiiieieiieie ettt sttt 31,424
117 | PR $1,908,849

Revenue bonds are payable solely from the revenues of the transportation facilities projects. Capital assets constructed from BWI
facilities, WMATA Metrorail and the Calvert Street Parking Project are not capital assets of the Authority. Capital appreciation bonds payable
as of June 30, 2008, include an accreted amount of $46,655,000.
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Refunded debt of $59,140,000 was considered defeased as of June 30, 2008. Accordingly, the trust account assets and the liability for the
defeased bonds are not included in the financial statements.

The Authority is authorized to issue Grant and Revenue Anticipation Bonds (GARVEE Bonds) to a maximum amount of $750,000,000
to be used by the Maryland Department of Transportation to build the Intercounty Connector (ICC) highway project to be built in
Montgomery and Prince George’s Counties, Maryland. Debt service on these bonds is payable from a portion of Maryland’s future Federal
highway aid and other pledged moneys. As of June 30, 2008, GARVEE bonds in the amount of $325,000,000 have been issued. These bonds
are not general obligations of the Authority or legal obligations of the Maryland Department of Transportation or the State.

Obligations Under Capital Leases -

Obligations of business-type activities under capital leases as of June 30, 2008, are as follows (amounts expressed in thousands).

Years Ending June 30, State Lottery Agency
$506
67
67
33
Total minimum lease payments ..........ccccovveiiiniiiinniiiicnnnns 673
Less: Imputed INerest ......covvueueiiiecieceieceeeenene 25
Present value of net minimum lease payments................ $648

The Lottery has entered into lease agreements for certain on-line gaming system equipment and a computer system. As of June 30, 2008,
assets acquired under leases and the related accumulated amortization totaled $2,294,000 and $1,194,000, respectively, and are included in
capital assets in the Statement of Net Assets, Business-type Activities.

C. Notes and Revenue Bonds Payable - Component Units:
Higher Education -

Certain State higher education institutions have issued revenue bonds for the acquisition and renovation construction of student housing
and other facilities. Student fees and other user revenues collateralize the revenue bonds. Interest rates range from 2.0% to 6.1% on the
revenue bonds.

Debt service requirements to maturity, excluding debt of the foundations in the amount of $4,924,000, are as follows (amounts expressed
in thousands).

Notes Payable and

Other Long-Term Debt Revenue Bonds
Years Ending June 30, Principal Interest Principal Interest
2009, $ 2,658 $ 3,795 $ 71,604 $ 45,474
2,815 3,664 70,333 43,465
2,967 3,525 68,020 40,418
3,108 3,378 70,390 36,128
3,262 3,204 60,460 33,238
6,774 14,483 292,845 123,749
2019-2023 50,385 7,424 238,695 54,476
2024-2028 90,250 13,937
15,860 2,195
1,155 139
71,969 39,473 979,612 393,219

29,486

$71,969 $39,473 $1,009,098 $393,219

The bonds issued are the debt and obligation of the issuing higher education institutions and are not a debt and obligation of, or pledge of,
the faith and credit of the State.

As of June 30, 2008, higher education institutions have defeased debt outstanding of $246,313,000 resulting from the refunding of
previously issued debt. Accordingly, the trust account assets and the liability for the defeased bonds are not included in these financial statements.

As of June 30, 2008, cash and cash equivalents and investments were held by the trustees for the higher education institutions in the amount
of $120,642,000 for the University System of Maryland (System), $2,067,000 for St. Mary’s College of Maryland, and $5,772,000 for Morgan

State University, respectively.

On June 26, 2008, the System issued $90,000,000 of 2008 Series A Revenue Bonds to finance new educational and auxiliary facilities and for
renovations. The bonds bear interest at 4%-5%. The bonds mature from 2009 until 2028. The bonds were issued with a $2,323,000 premium.
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Obligations under capital leases of $10,825,000 exist as of June 30, 2008, bearing interest at annual rates ranging from 2.8% to 6.8%.

Maryland Stadium Authority (Authority) - Revenue Bonds:
Debt service requirements to maturity for Maryland Stadium Authority revenue bonds and notes payable are as follows (amounts
expressed in thousands).

Years Ending
June 30, Principal Interest
2009 .. e $ 15,557 $ 16,378
2000 e e 16,580 15,473
200 T e e 17,650 14,491
2002 e 18,815 13,496
2003 e e 20,066 12,249
2014-2018 96,987 42,528
2019-2023 65,425 14,691
2024-2026 20,490 2,422
TOtal o 271,570 131,728

Unamortized discount net of
unamortized premium .......ccoevevevrievereennen (13)

Total oo $271,557 $131,728

The Authority has issued various lease revenue bonds and notes to finance the construction of the baseball and football stadiums,
convention center expansions in Baltimore City and the Town of Ocean City and certain other facilities. The outstanding debt is to be repaid
through capital lease payments from the State, as the State has entered into capital lease arrangements for the use of the facilities financed with

the debt proceeds.

As of June 30, 2008, the Authority had outstanding revenue bonds for the construction, renovation and expansion of certain facilities as
follows (amounts expressed in thousands).

Outstanding Interest Maturity
Facility Amount Rates Date
Baseball Staditim c..eeeeeeeeeeee e eees $113,648 Variable December 15, 2019
Football Staditim . ...cccueiiieiiiiiiiiieeeeeeeeee e 71,139 Variable March 1, 2026
Baltimore City Convention Center ........c.ccoureeveererrereennereneas 28,385 Variable December 15, 2014
Ocean City Convention Center.......ccoumueuererireerererenrereereneenenens 9,644 4.8% to 5.4% December 15, 2015
Hippodrome Performing Arts Center.........ccoovvieeriiccincannes 17,064 5.0% to 6.3% June 15, 2022
Montgomery County Conference Center..........cccoccucucucueucnnnne. 19,817 2.0% to 5.0% June 15, 2024
Camden StAtION .....eeiveeieeiieeeee ettt eeeeseaeeeaes 8,360 3.0% to 5.2% December 15, 2024
Camden Yards Complex......oueuioiririeennireeirinieieineneecenneeneneas 3,500 5.6% January 1, 2018

TTOTAL e e e e e $271,557

12. Insurance:

The self-insurance liabilities represent the State’s liability for its various self-insurance programs. The State is self-insured for general
liability, property and casualty, workers’ compensation, environmental and anti-trust liabilities and certain employee health benefits.
Commercial insurance coverage is purchased for specialized exposures such as aviation hull and liability, steam boiler coverage and certain
transportation risks. There were no significant reductions or changes in the commercial insurance coverage from the prior year, and the
amount of settlements have not exceeded insurance coverage for any of the past three fiscal years.

All funds, agencies and authorities of the State participate in the self-insurance program (Program). The Program, which is accounted
for in the general fund, allocates the cost of providing claims servicing and claims payment by charging a “premium” to each fund, agency or
public authority, based on a percentage of each organization’s estimated current-year payroll or based on an average loss experienced by each
organization. This charge considers recent trends in actual claims experience of the State as a whole and makes provision for catastrophic
losses.

The Program’s liabilities are reported when it is probable that a loss has occurred and the amount of that loss can be reasonably estimated.
Liabilities include an amount for claims that have been incurred but not reported. Because actual claims liabilities depend on such complex
factors as inflation, changes in legal doctrines, and damage awards, actual claims paid could differ from these estimates. Claims liabilities are
reevaluated periodically to take into consideration recently settled claims, the frequency of claims and other economic and social factors. Non-
incremental claims adjustment expenses have been included as part of the liability for claims and adjustments for the general liability, property
and casualty, workers’ compensation, environmental and anti-trust liabilities. Liabilities for incurred workers’ compensation losses to be settled
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by fixed or reasonably determinable payments over a long period of time are reported at their present value using a 4% discount rate. The
workers’ compensation and property and casualty costs are based upon separately determined actuarial valuations for the following fiscal years
ending. The employee health benefits liability is calculated based on claims subsequently reported and claims trends.

Changes in the self-insurance liabilities during fiscal year 2008 were as follows (amounts expressed in thousands).

Claims and Amount

Balance Changes in Claim Balance Due Within
June 30, 2007  Estimates Payments  June 30,2008  One Year
Property, casualty and general liability .........ccccccecuene. $ 16,176 $ 7,783 $ 7,625 $ 16,334 $ 5,138
Workers' compensation ....... 252,184 74,566 57,247 269,503 41,773
Employee health benefits......... 74,125 818,311 819,478 72,958 72,958
Total self-INSUrance COSTS ...eeeerureeeeeereeeeeeeeeeeeeeeneen. $342,485 $900,660 $884,350 $358,795 $119,869

As of June 30, 2008, the Program held $337,216,000 in cash and investments designated for payments of these claims.

Changes in the self-insurance liabilities during fiscal year 2007 were as follows (amounts expressed in thousands).

Claims and Amount

Balance Changes in Claim Balance Due Within
June 30, 2006  Estimates Payments  June 30, 2007  One Year
Property, casualty and general liability .........ccccocecuene. $ 16,372 $ 7,646 $ 7,842 $ 16,176 $ 5,650
Workers” COMPENSAtioN «......veveuereeveveeenvreerenirnnneneeerenene 242,993 55,465 46,274 252,184 39,089
Employee health benefits.......coevvreernrnnnnrnne 66,903 768,958 761,736 74,125 74,125
Total self-INSUIrance COSLS ...eovvvereruerereeeeeeeeeeeareeans $326,268 $832,069 $815,852 $342,485 $118,864

As of June 30, 2007, the Program held $377,985,000, in cash and investments designated for payments of these claims.

13. Fund Equity:

The unrestricted deficit for governmental activities on the government-wide statement of net assets is $2,273,983,000. This occurs
because the State incurs debt for the purposes of capital acquisition and construction on behalf of local governments and private organizations.
Since the incurrence of this debt does not result in capital assets of the State, the debt is not reflected in the net asset category, invested in
capital assets, net of related debt, but rather in the unrestricted net assets category. As of June 30, 2008, the State has reported outstanding
general obligation bonds and capital leases applicable to these non-State projects of $3,748,514,000. Without State financing for these capital
assets, the State would have reported unrestricted net assets of governmental activities in the amount of $1,474,531,000.

The statement of net assets for the primary government reports $2,509,818,000 of restricted net assets, including $18,418,000 restricted
by enabling legislation.

A portion of the general fund’s fund balance, in the amount of $720,298,000 as of June 30, 2008, has been reserved for the State
Reserve Fund. The State Reserve Fund is comprised of the Dedicated Purpose Account, Economic Development Opportunities Program
Account, Catastrophic Event Account and the Revenue Stabilization Account with balances as of June 30, 2008, of $22,000,000, $5,148,000,
$8,398,000, and $684,752,000, respectively. The Dedicated Purpose Account is designed to retain appropriations for major multi-year
expenditures and to meet contingency requirements. The Economic Development Opportunities Program Account is to be used for
extraordinary economic development opportunities and only as a supplement to existing programs. The Catastrophic Event Account is to be
used to respond without undue delay to a natural disaster or other catastrophic event that cannot be managed without appropriations. The
Revenue Stabilization Account is designed to retain State revenues for future needs and reduce the need for future tax increases.

A portion of the other governmental funds’ fund balance is reserved for sinking fund deposits of $8,128,000, set aside to redeem the 2002,
2005 and 2007 Qualified Zone Academy Bonds due in 2016, 2020, and 2022, respectively. A portion of the general fund unreserved fund
balance is designated for fiscal year 2009 appropriations in the amount of $537,984,000. Portions of the other governmental funds” unreserved
fund balance are designated for payment of the debt service on General Obligation long-term debt in the amount of $54,263,000. The
undesignated deficit fund balance reported in non-major capital projects fund of $128,045,000 results from the reservation for encumbrances
of $321,443,000 for future construction projects in the capital projects fund.

The unrestricted deficit in net assets in other enterprise funds of $5,718,000 for the Economic Development Insurance Programs occurred
because of restrictions for insuring mortgages.
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14. Segment Information:

The State’s Economic Development Loan Program contains two separately identifiable activities that have separately issued revenue bonds
outstanding; housing loans of the Community Development Administration and water quality loans and grants of the Maryland Water Quality
Administration.

The Community Development Administration (CDA) has issued revenue bonds, the proceeds of which were used for various mortgage loan
programs. The assets of the loan program and revenues of each mortgage loan program are pledged as collateral for the revenue bonds. The bond
indentures require the CDA to separately account for the identifiable activity’s revenues, expenses, gains and losses, assets and liabilities.

The Maryland Water Quality Administration has issued revenue bonds to encourage capital investment for wastewater treatment systems
and bay restoration. These bonds are payable solely from, and secured by, the revenue, money or property of the Maryland Water Quality
Administration. The bond indentures require separate accounting for the identifiable activity’s revenues, expenses, gains and losses, assets and
liabilities.

Summary financial information for the two loan programs is presented below.

Condensed Statement of Net Assets
As of June 30, 2008
(Expressed in Thousands)

Community Development Maryland Water Quality
Administration Administration
Assets:

Current restricted aSSELS.....ouveerurerererrireeeereeeerreesireesns $ 666,229 $110,481
Non-current restricted assets.... . 2,823,042 667,966
TOTAL ASSEES.veeeeereeeeeeeee e e e e eee e e eeeeeeeeeneeeeeeane 3,489,271 778,447

Liabilities:
Current Habilities .......cieveiveieieeieieieeeeeeeeee e 213,848 18,113
Non-current liabilities .. . 2,872,923 146,527
Total Habilities uveeeeeeeeee e 3,086,771 164,640

Net Assets:
Restricted................ 402,500 613,807

$ 402,500 $613,807

Total net assets

Condensed Statement of Revenues, Expenses, and Changes in Net Assets
For the Year Ended June 30, 2008
(Expressed in Thousands)

Community Development Maryland Water Quality
Administration Administration
Operating income (expenses):
Interest on loan INCOME....uuvveeeeeeeeeeeeeeeeee e $126,397 $ 6,848
Other operating revenues 4,731
Other operating expenses (18,410) (19,295)
Operating income (€Xpenses)............ceueeecueurereereens 112,718 (12,447)
Non-operating revenues (€Xpenses)...........ccceevvvrvrurureruenn (89,715) 572,246
Change in net assets ................... 23,003 559,799
Beginning net assets... 379,497 54,008
Ending net assets ........ccoceuviiurieirinicinieiiicicenecaens $402,500 $613,807
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Condensed Statement of Cash Flows
For the Year Ended June 30, 2008
(Expressed in Thousands)

Community Development ~ Maryland Water Quality

Administration Administration
Net cash provided (used) by:
Operating activities ........ceeiieeiieeiieeereeeeeenene $(359,454) $(51,951)
Non-capital financing activities .......c.coeoveeeirecereenen. (187,619) 83,362
INVesting activities ......c.vveueueuiuieeeieieeiieieeeeeeeeseeeeenene 300,548 850
Beginning cash and cash equivalents........c.cccccceueueee. 683,367 362
Ending cash and cash equivalents.........ccccccccccueunuenee. $436,842 $ 32,623

15. Retirement Benefits:

State Retirement and Pension System of Maryland (System,):

The State is a sole employer in the cost-sharing multiple-employer public employee retirement system established by the State to provide
pension benefits for State employees (other than employees covered by the Maryland Transit Administration Pension Plan described below)
and employees of 114 participating political subdivisions or other entities within the State. The non-State entities that participate within the
System receive separate actuarial valuations in order to determine their respective funding levels and actuarial liabilities. Retirement benefits
are paid from the System’s pooled assets rather than from assets relating to a particular plan participant. Consequently, the System is accounted
for as a single plan as defined in GASB Statement No. 25, “Financial Reporting for Defined Benefit Pension Plans and Note Disclosures for
Defined Contribution Plans.” The System prepares a separately audited Comprehensive Annual Financial Report, which can be obtained from
the State Retirement and Pension System of Maryland, 120 E. Baltimore Street, Suite 1600, Baltimore, Maryland 21202-1600.

Plan Description:
The System is administered in accordance with the State Personnel and Pensions Article of the Annotated Code of Maryland and consists
of several plans which are managed by the System’s Board of Trustees. All State employees and employees of participating entities are covered

by the plans.

“Retirement System” — retirement programs for substantially all State employees, teachers, State police and judges who are not members
of the State Pension System.

“Pension System” — retirement programs for employees and teachers hired after January 1, 1980, and prior employees who elected to
transfer from the Retirement System.

The System provides retirement, death and disability benefits in accordance with State statutes. Vesting begins after 5 years of service.
A member terminating employment before attaining retirement age, but after completing 5 years of service becomes eligible for a vested
retirement allowance provided the member does not withdraw his or her accumulated contributions. Members of the Retirement System
may retire with full benefits after attaining the age of 60, or completing 30 years of service credit, regardless of age. Members of the Pension
Systems may retire with full benefits after attaining the age 62, or after completing 30 years of Service Credit, regardless of age. State police
members may retire with full benefits after attaining age 50, or completing 22 years of service credit, regardless of age. Members of the Law
Enforcement Officers System may retire with full benefits at age 50, or completing 25 years of service credit, regardless of age.

The annual benefit for Retirement System Members is equal to 1/55 (1.8%) of the member’s highest three-year average salary multiplied
by the number of years of service credit. A member may retire with reduced benefits after completing 25 years of service, regardless of age. A
member of the Pension System will generally receive, upon retirement, an annual service retirement allowance equal to 1.2% of the member’s
highest three-consecutive year average salary multiplied by the number of years of service credit on or before June 30, 1998, plus 1.8% of the
highest three-consecutive year average salary multiplied by the number of years of service credit after June 30, 1998. The annual benefit for
a Pension System member who is employed by a participating governmental unit that does not provide enhanced pension benefits is equal to
0.8% of the member’s highest three-consecutive year average salary multiplied by the number of years of service credit, with a provision for
additional benefits for compensation earned in excess of the Social Security wage base. A member of either type of pension system may retire
with reduced benefits after attaining age 55 and completing 15 years of service.

The annual retirement allowance for a State Police member is equal to 2.55% of the member’s highest three-year average salary multiplied
by each year of service up to a maximum of 28 years. The annual retirement allowance for a member of the Law Enforcement Officers Pension
System is 2.0% of the member’s highest three-consecutive year average salary multiplied by each year of service up to a maximum of 30 years.
Neither the State Police Retirement System nor Law Enforcement Officers Pension System provide for an early retirement.

Funding Policy:

In accordance with the State Personnel and Pensions Article of the Annotated Code of Maryland, employer contribution rates and the
actuarial accrued liability are established by annual actuarial valuations using the entry age normal cost method and other actuarial assumptions
adopted by the Board of Trustees. Effective July 1, 1980, in accordance with the law governing the Systems, all benefits of the System are
funded in advance. The entry age normal cost method is the actuarial cost method used to determine the employers’ contribution rates and
the actuarial accrued liability. Members of the Retirement System are required to contribute to the System a fixed percentage of their regular
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salaries and wages, 7.0% or 5.0% depending on the retirement plan selected. Members of the Pension System are required to contribute to the
System 4.0% of their regular salaries and wages for fiscal year 2008, and 5.0% thereafter. Members of the Pension System who are employed
by a participating government that does not provide enhanced pension benefits are required to contribute to the System 5.0% of their regular
salaries and wages that exceed the Social Security wage base. State Police members are required to contribute 8.0% of their regular salaries and
wages to the System. Members of the Law Enforcement Officers Pension System are required to contribute 4% of earnable compensation. All
contributions are deducted from each member’s salary, and the resulting payments are remitted to the System on a regular and periodic basis.

The contribution requirements of the System members, as well as the State and participating governmental employers, are established and
may be amended by the Board of Trustees for the System. Effective July 1, 2002, State law provides that the contribution rates may be more
or less than the actuarially determined rates for the Employees’ Retirement and Pension Systems and the Teachers’ Retirement and Pension
Systems. Contributions to these Systems are based on the Modified Corridor Funding Method which establishes a budgetary contribution
rate. This method effectively maintains the contribution rate in effect for the Teachers’ and Employees’ combined systems during the preceding
fiscal year (as adjusted for any legislative changes in the benefit structure) as long as such systems remain between 90 percent and 110 percent
funded. If either system falls below 90 percent funded (i.e., below the corridor), then the contribution rate in effect for the subsequent fiscal
year will be the rate in effect for the preceding fiscal year plus 20 percent of the difference between the current fiscal year full funding rate and
the prior fiscal year contribution rate. Conversely, if either system exceeds 110 percent funded (i.e., above the corridor), then the contribution
rate in effect for the subsequent fiscal year will be the rate in effect for the preceding fiscal year minus 20 percent of the difference between
the current fiscal year full funding rate and the prior fiscal year contribution rate. The methodology for computing the State’s employer
contribution rates for the Law Enforcement Officers’ Pension System, State Police Retirement System and the Judges” Retirement System
remain unchanged. For each of these three systems, the employer contribution rate is equal to the sum of the normal contribution and the
accrued liability contribution rates.

During fiscal year 2008, the State paid $950,123,000, of the required contribution totaling $1,100,335,000 which was 10.1% of covered
payroll and 86.3% of the required payment. The difference represents an additional pension cost liability in the government-wide statement of
net assets. The State makes non-employer contributions to the System for local school system teachers. The covered payroll amount includes
amounts for employees for whom the State pays retirement benefits, but does not pay the payroll. As of June 30, 2008, the State’s membership
includes 172,672 active members, 45,296 vested former members, and 99,796 retirees and beneficiaries.

Annual Pension Cost and Net Pension Obligation:
The annual pension cost and net pension obligation as of June 30, 2008, are as follows (amounts expressed in thousands).

Teachers’ Employees’ Law
Retirement Retirement State Police Judges’ Enforcement
and Pension and Pension Retirement Retirement  Officers’ Pension
System System System System System
Annual required contribution..........cceccvevviecirinnenees $664,646 $ 347,705 $22,559 $16,661 $34,355
Interest on net pension obligation ..........c.ccccevvueinnne 16,313 33,756
Actuarial adjustment to
annual required contribution...........ccccevveueueennee (11,618) (24,042)
Annual pension cost 669,341 357,419 22,559 16,661 34,355
Contributions made 622,314 263,511 13,282 16,661 34,355
Increase in net pension obligation ..........ccccceevvininnne 47,027 93,908 9,277
Net pension obligation,
beginning of year..........ccccoeuvniciinicciniccnnn, 210,484 435,556
Net pension obligation,
end Of YEar ..c.cuevvvveueeniniecieec e $257,511 $529,464 $9,277 $ - $ -
Amortization period (years rolling) 30 30 30 17.36 14.82

Three Year Historical Trend Information for the System is as follows (amounts expressed in thousands).

Annual Pension Cost

As of June 30
Plan 2008 2007 2006
Teachers’ Retirement and Pension SYStemL.......c.cccevvueueriniereriniriereeneniereenneeneeesnnevenens $669,341 $571,977 $485,799
Employees’ Retirement and Pension SYStem .........c.cveveuereiriererieninueenineereennneerenennnes 357,419 322,923 274,163
State Police Retirement System 22,559 11,560 6,681
Judges’ Retirement SYStemL........c.cuiuiuiuiuiuiuiiiiiiiiicciccccceee s 16,661 15,937 14,442
Law Enforcement Officers’ Pension SYStem ........oueuceevvrueueiriereviinineeieineereernneereneennes 34,355 29,412 28,361
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Percentage of Annual Pension Cost Contributed

As of June 30,
Plan 2008 2007 2006
Teachers’ Retirement and Pension SyStem.......c.ccevvueuerireiueininieieininrereennieneeeeneenenens 94% 85% 91%
Employees’ Retirement and Pension System .... 76 62 59
State Police Retirement System........c..ecueenee 59 100 100
Judges’ Retirement SyStemL.........ccuiuiuiuiiiiiiiiiiiiiiciccccc e 100 100 100
Law Enforcement Officers’ Pension SyStem ........evuveeeririreriririnieeninineesisieeeesseseeeseens 100 100 100

Net Pension Obligation

As of June 30,
Plan 2008 2007 2006
Teachers’ Retirement and Pension System.........c.ccvvvueueiernieieininiereennecienseeeseeneneees $257,511 $210,484 $123,931
Employees’ Retirement and Pension System ... 529,464 435,556 313,662
State Police Retirement System... 9,277

Judges’ Retirement System...........cccceeuneeee.
Law Enforcement Officers Pension System .........ccovreeueueiriniereninnnieeniniereieneeieeseeneneees

The funded status of each plan as of June 30, 2008, the most recent valuation date, is as follows (amounts expressed in thousands).

(Unfunded AAL)
Actuarial Actuarial (Unfunded AAL) /Excess
Value of Accrued /Excess of asa
Plan Liability (AAL) Assets Funded Covered Percentage of
Assets Entry Age over AAL Ratio Payroll Covered Payroll
Teachers’ Retirement and
Pension System...........ccceevvviinnnnne $23,784,404 $29,868,705 $(6,084,301) 79.63% $6,117,591 (99.46) %
Employees’ Retirement and
Pension System...........cccceevvviinnnnne 10,699,418 14,337,460 (3,638,042) 74.63 3,110,640 (116.95)
State Police Retirement System......... 1,343,208 1,601,575 (258,367) 83.87 86,464 (298.81)
Judges’ Retirement System................ 306,716 406,782 (100,066) 75.40 37,943 (263.73)
Law Enforcement Officers’
Pension System.........cceeuevriruenennne 389,793 611,367 (221,574) 63.76 85,814 (258.20)

The schedule of funding progress, presented as RSI following the notes to the financial statements, presents multiyear trend information
about whether the actuarial value of plan assets is increasing or decreasing over time relative to the AAL for benefits. The Schedule of Funding
Progress also discloses the relationship between the System’s covered payroll (i.e., all elements included in compensation paid to active members
on which contributions are based) and the unfunded actuarial accrued liability. This relationship, expressed as a ratio, is a measure of the
significance of the unfunded AAL relative to the capacity to pay all contributions required to fund the liability.

The significant actuarial assumptions listed below were used in the actuarial valuation as of June 30, 2008, the most recent valuation date.

Valuation method ......c..cooevviiiiiiiiieeeceeeeeeee e
Cost method of valuing assets ...........cccoccucucuciiiccncccccnnnn

Individual Entry Age Normal Cost Method

Five-year straight-line amortization of each year’s investment gain
or loss with final value not more than 120% nor less than 80% of
market value.

Rate of return on iNVEStMENTS ........ccveevveeveereereeereeereeireeeseennes 7.75%
Projected payroll growth .........cccccoiiiiiiiiiiiie 3.5%
Projected inflation rate.........cccccueiiiiiiiiiiiiccccce 3.5%

Post retirement benefit increase..... 3.0% (Judges system 3.5%)
Level Percent of Payroll (period is closed)

12 years as of June 30, 2008 for prior UAAL (existing on June 30, 2000)

Amortization method...................
Remaining amortization period....

New layer as of June 30, 2001
New layer as of June 30, 2002
New layer as of June 30, 2003....
New layer as of June 30, 2004....
New layer as of June 30, 2005....
New layer as of June 30, 2006

New layer as of June 30, 2007.....cccccevevrerverecnernnee

New layer as of June 30, 2008.......
Status of period (Open or Closed)

18 years as of June 30, 2008 for new UAAL
19 years as of June 30, 2008 for new UAAL
20 years as of June 30, 2008 for new UAAL
21 years as of June 30, 2008 for new UAAL
22 years as of June 30, 2008 for new UAAL
23 years as of June 30, 2008 for new UAAL
24 years as of June 30, 2008 for new UAAL
25 years as of June 30, 2008 for new UAAL
Closed
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Maryland Transit Administration Pension Plan (Plan):

The Plan is a single employer non-contributory plan, which covers all Maryland Transit Administration (Administration) employees
covered by a collective bargaining agreement and all those management employees who were employed by the Baltimore Transit Company.
In addition, employees who enter the management group as a result of a transfer from a position covered by a collective bargaining
agreement maintain their participation. The Maryland Transit Administration was given authority to establish and maintain the Plan under
Transportation Article, Section 7-206(b)2(ii), of the Annotated Code of Maryland. For the year ended June 30, 2008, the Administration’s
covered and total payroll was $144,775,000. The Plan is administered and funded in compliance with the collective bargaining agreements.
The Plan prepares separately audited financial statements, which can be obtained from the Maryland Transit Administration Pension Plan,
William Donald Schaefer Tower, 6 Saint Paul Street, Baltimore, Maryland 21202.

Plan Description:

The Plan provides retirement, normal and early, death and disability benefits. Members may retire with full benefits at age 65 with
five years of credited service or age 52 with 30 years of credited service. The annual normal retirement benefit is 1.4% - 1.6% (1.3% prior
to September 8, 2002) of final average compensation multiplied by credited service, with minimum and maximum benefit limitations.
Participants are fully vested after five years of credited service.

As of June 30, 2008, membership in the Plan includes 2,698 active members, 512 vested former members, and 1,278 retirees and
beneficiaries. There were no investments in, loans to, or leases with parties related to the Plan. There were no Plan investments representing
5 percent or more of total Plan assets.

Funding Policy:
The Administration’s required contributions are based on actuarial valuations. The entry age normal cost method is the actuarial cost

method used to determine the employer’s contribution rates and the actuarial accrued liability. All administrative costs of the Plan are paid by
the Plan.

Employer contributions to the Plan totaling $24,245,000 (16.7% of covered payroll) for fiscal year 2008 were made in accordance with
actuarially determined contribution requirements based on an actuarial valuation performed as of June 30, 2007. This amount consisted of
$3,697,000 normal cost and $20,548,000 amortization of the actuarial accrued liability (2.5% and 14.2%, respectively, of covered payroll).
The liquidation period for the actuarial accrued liabilities, as provided by law, is 11 years from June 30, 2008.

Significant actuarial assumptions used to compute contribution requirements are the same as those used to compute the annual pension
cost and net pension obligations. The computation of the annual required contribution for fiscal year 2008 was based on the same actuarial
assumptions, benefit provisions, actuarial funding method and other significant factors used to determine pension contribution requirements in
the previous year.

Annual Pension Cost and Net Pension Obligation:
The Administration’s annual pension cost and net pension obligation as of June 30, 2008, are as follows (amounts expressed in thousands).

Annual required contribution (ARC) .....ceevereruvreuinnennen $24,732
Interest on net pension obligation ..........cccoeeviriririnineene. 261
Adjustment t0 ARC ..., (358)
Annual pension cost... 24,635
Contributions made.........couueeee.... 24,245
Increase in net pension obligation ............ 390
Net pension obligation beginning of year..... 3,373
Net pension obligation end of year.......ccccccovvvriririninne. $ 3,763
Amortization period........ccccovviiiiiiiiiiinieie 15.7 years

Three Year Historical Trend Information for the Plan is as follows (amounts expressed in thousands).

Annual Percentage Net

Pension of APC Pension
Fiscal Year Ending, Cost (APC) Contributed Obligation
6/30/2008 ..o $24,635 99% $3,763
6/30/2007 v 24,245 84 3,373
613072000 ...eveeeiieeeieeeee e 20,435 100
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Funded Status and Funding Progress:

As of June 30, 2008, the most recent actuarial valuation date, the plan was 41.7 % funded. The actuarial accrued liability for benefits was
$326,988,000 and the actuarial value of assets was $136,294,000 resulting in an unfunded actuarial accrued liabilicy (UAAL) of $190,694,000.
The covered payroll (annual payroll of active employees covered by the plan) was $144,775,000 and the ratio of the UAAL to the covered
payroll was 131.7%

The schedule of funding progress, presented as RSI following the notes to the financial statements, presents multiyear trend information
about whether the actuarial value of plan assets is increasing or decreasing over time relative to the actuarial accrued liability for benefits.

The significant actuarial assumptions listed below were used in the actuarial valuation as of June 30, 2008, the most recent valuation date.

Valuation method........occccovviiiiininiiiiiniees Entry Age Normal Cost Method

Cost method of valuing assets.........cccccoccucurcccnunncnee Smoothing

Rate of return on investments........o.eveereevevcereruererennens 7.75% Compounded per Annum

Projected inflation rate.........cccccceiciiicciiicinnen. 4.00%

Rate of salary increase.........cocceueucuccuiuccciccccenennn. 4.00% Compounded per Annum

Postretirement benefit inCrease........c.covvevvveeveeveeeneennnn. 3.00%-4.00% of original benefit amount

Amortization method .........ccoevviviiviiiiecieieeeeee Level dollar annual installments

Remaining amortization period ...........ccccoceeccnunnnee 11 years from June 30, 2008 for UAAL (existing on June 30, 2002)
New amortization period........c.coceeveerriererieneereenennens 19 years from June 30, 2008 for new UAAL

Status of period (Open or Closed) ........cccocuiuiucuiununnnee Closed

During fiscal year 2008, there were no changes in actuarial assumptions or benefit provisions from 2007 that significantly affected the
valuation of the annual pension cost and net pension obligation. No significant changes in these assumptions are planned in the near term.

Deferred Compensation Plan (Plan):

The State offers its employees a deferred compensation plan (Plan) created in accordance with Internal Revenue Code Sections 457,
403(b), 401(a) and 401(k). The Plan, available to eligible State employees, permits participants to defer a portion of their salary until future
years. Participation in the Plan is optional. The deferred compensation is not available to employees until termination, retirement, death
or unforeseeable emergency. State law provides that the Governor appoint the nine member Board of Trustees of the State’s Supplemental
Retirement Systems. The Board is responsible for the implementation, maintenance and administration of the Plan.

The State of Maryland Match Plan and Trust was established by the State on July 1, 1999. The plan is designed to be a tax-qualified
401(a) defined contribution matching plan under Internal Revenue Code section 401(a). Under plan provisions, the State contributes to each
participant’s account an amount equal to each participant’s contributions to the State’s Supplemental Retirement Plans during the same plan
year. By statute, the maximum amount contributed to this plan for each participant is $600 for each State fiscal year. An employee’s interest
in his/her account is fully vested at all times. The match program continues to be established and funded in statute. For the plan year ended
December 31, 2007, the State contributed $20,722,000 and participants contributed $164,234,000 to the Plan.

16. Other Postemployment Benefits, Health Benefits (OPEB)

Plan Description:

The State Employee and Retiree Health and Welfare Benefits Program (Plan) is a single-employer defined benefit healthcare plan
established by State Personnel and Pensions Article, Sections 2-501 - 2-516, of the Annotated Code of Maryland. The Plan is self-insured
to provide medical, hospitalization, prescription drug and dental insurance benefits to eligible state employees, retirees and their dependents.
State law grants authority to establish and amend benefit provisions to the Secretary of the Department of Budget and Management (DBM).
In addition, the Secretary shall specify by regulation the types or categories of State employees who are eligible to enroll, with or without state
subsidies, or who are not eligible to enroll.

Effective June 1, 2004, the State established the Postretirement Health Benefits Trust Fund (OPEB Trust) as a separate entity to receive
appropriated funds and contributions which will be used to assist the Plan in financing the State’s postretirement health insurance subsidy. The
OPEB Trust is established in accordance with the State Personnel and Pensions Article, Section 34-101, of the Annotated Code of Maryland
and is administered by the Board of Trustees for the State Retirement and Pension System. Financial statements of the Trust may be obtained
from the Office of the Comptroller, Treasury Building, Annapolis, Md. 21401.

Funding Policy:

The contribution requirements of Plan members and the State are established by the Secretary. Each year the Secretary recommends to
the Governor the State’s share of the costs of the Plan. Beginning in fiscal year 2008, State law requires DBM to transfer any subsidy received
as a result of the federal Medicare Prescription Drug Improvement and Modernization Act of 2003 or similar subsidy to the OPEB Trust
to prefund costs of retirees’ health benefits. Also, funds may be separately appropriated in the State’s budget for transfer to the OPEB Trust.
Applicable administrative expenses are payable from the OPEB Trust, but may not exceed $100,000 annually.

Generally, a retiree may enroll and participate in the health benefit options if the retiree retired directly from state service with at least five
years of creditable service, ended state service with at least 10 years of creditable service and within five years before the age at which a vested

80  www.marylandtaxes.com



retirement allowance normally would begin or ended State service with at least 16 years of creditable service. As of July 1, 2007, the State’s
Plan membership includes 84,425 active employees, 4,468 vested former employees, and 53,635 retirees and beneficiaries. Based on current
practice, the State subsidizes approximately 50% to 85% of retiree premiums to cover medical, dental, prescription and hospitalization costs,
depending on the type of insurance plan. The Plan assesses a charge to retirees for post-employment health care benefits, which is based on
health care insurance charges for active employees. For the fiscal year ended June 30, 2008, retiree plan members contributed $62,540,000
or approximately 19% of total retiree premiums, and the State contributed $271,435,000. In June 2008, the State transferred $100,000,000
from the State Reserve Fund Dedicated Purpose Account and $18,884,000 from the federal Medicare drug subsidy to the OPEB Trust to
prefund future OPEB costs.

Annual OPEB Cost and Net OPEB Obligation:

The State’s annual OPEB cost (expense) is calculated based on the annual required contribution (ARC) of the employer, an amount
actuarially determined in accordance with the parameters of GASB Statement No. 45. The ARC represents a level of funding that, if paid on
an ongoing basis, is projected to cover normal cost each year and amortize any unfunded actuarial liabilities over a period not to exceed 30
years. The following table shows the components of the State’s annual OPEB cost, the amount actually contributed to the Plan and the State’s
net OPEB obligation as of June 30, 2008, the year of the initial actuarial valuation (amounts expressed in thousands).

Annual required contribution (ARC) .....ccccoovvveviviniiciiniicinen $1,086,240
Less: Contributions made........... 390,319
Increase in net OPEB obligation ................. 695,921
Net OPEB obligation - beginning of year....

Net OPEB obligation - end of year .........cccoooeiiiiiiiiinnnnn. $ 695,921
Percentage of annual OPEB cost contributed .........ccoeivininenee. 35.9%

Funded Status:

As of June 30, 2008, the initial actuarial valuation date, the OPEB Trust was .8% funded. The actuarial accrued liability for benefits
was $14,852,304,000, and the actuarial value of assets was $118,884,000, resulting in an unfunded actuarial accrued liability (UAAL) of
$14,733,420,000. The ratio of the actuarial value of assets to the actuarial accrued liability was .8%. The covered payroll (annual payroll of
active employees covered under the Plan) was $4,625,145,000, and the ratio of the UAAL to the covered payroll was 319%.

Actuarial Methods and Assumptions:

Actuarial valuations of an ongoing plan involve estimates of the value of reported amounts and assumptions about the probability of
occurrence of events far into the future. Examples include assumptions about future employment, mortality, and healthcare cost trends.
Actuarially determined amounts are subject to continual revision as actual results are compared with past expectations and new estimates are
made about the future. Projections of benefits for financial reporting purposes are based on the substantive plan (the plan as understood by the
employer and the plan members) and include the types of benefits provided at the time of each valuation and the historical pattern of sharing
of benefit costs between the employer and plan members to that point. The actuarial methods and assumptions used include techniques that
are designed to reduce the effects of short-term volatility in actuarial accrued liabilities and the actuarial value of assets, consistent with the
long-term perspective of the calculations.

The accompanying schedules of funding progress and employer contributions following the footnotes present trend information about the
actuarial value of plan assets relative to the actuarial accrued liability for benefits and amounts contributed to the plan.

The actuarial method and significant assumptions listed below were used in the actuarial valuation as of June 30, 2008.

Actuarial cost method..........cccooviviiniiniiiiie Entry Age Normal (percent of pay)

Asset valuation method..........cocoeviiiiiiiiiiie Fair market value as of fiscal year end (fye) 2008

Rate of return on investments..........ccocoeeceeeeecececcenns 4.30%

Aggregate salary growth .........cccooviiviiniiiiiiie 3.50%

Method to determine blended rate.........ccccccucucucunnnnne Blended rate of the expected long-term investment returns on plan assets

and on the State’s own assets calculated based on the funded level of the
plan at the valuation date.

Healthcare cost trend rate........ccoooeeieveiniicininincccniicne. Medical: 10% for fye 2008 trending down to 5% by fye 2016
Prescription drug: 11% for fye 2008 trending down to 5% by fye 2017
Dental: 5% for fye 2008 trending down to 4.5% by fye 2009

Amortization method Level percentage of projected payroll

Amortization period .. 30 years

Status of Period........couviiviniiniiiniiiii e To be determined (closed or open)
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17. Commitments:

The State’s governmental funds lease office space under various agreements that are accounted for as operating leases. Many of the agreements
contain rent escalation clauses and renewal options. These leases contain termination for convenience clauses providing for cancellation after a
certain number of days notice to lessors. In addition, these leases contain appropriation clauses indicating that continuation of the lease is subject
to appropriation by the legislature. Rent expenditures for the year ended June 30, 2008, were approximately $66,319,000.

As of June 30, 2008, the governmental funds, other than the Department of Transportation, had commitments of approximately
$55,270,000 for service contracts.

As of June 30, 2008, the Department of Transportation and Maryland Transportation Authority had commitments of approximately
$3,501,160,000 and $1,665,000,000 respectively, for construction of highway and mass transit facilities.

Approximately 36% of future expenditures related to the Department of Transportation commitments are expected to be
reimbursed from proceeds of approved Federal grants when the actual costs are incurred. The remaining portion will be funded by other
financial resources of the Department of Transportation.

The Department of Transportation, as lessor, leases space at various marine terminals, airport facilities and office
space pursuant to various noncancelable operating leases with scheduled rent increases. Minimum future rental revenues are as follows
(amounts expressed in thousands).

Years Ending June 30, Amounts

$110,122
89,006
75,194
44,563
42,682
158,876
$520,443

The cost and accumulated depreciation of the assets as of June 30, 2008, are $1,455,703,000 and $492,551,000, respectively.

Total minimum future rental revenues do not include contingent rentals that may be received under certain concession leases on the basis
of a percentage of the concessionaire’s gross revenue in excess of stipulated minimums. Rental revenue was approximately $155,643,000 for the
year ended June 30, 2008.

As of June 30, 2008, the Maryland State Lottery Agency had commitments of approximately $116,602,000, for services to be rendered
relating principally to the operation of the lottery game.

As of June 30, 2008, the enterprise fund loan programs had committed to lend a total of $245,573,000 in additional loans. The Community
Development Administration, also an enterprise fund loan program, has $450,230,000 of revenue bonds outstanding that are not included in the
financial statements of the Administration because the bonds are not guaranteed by the State or any other program of the State or any political
subdivision. The revenue bonds are secured solely by the individual multi-family project properties, related revenues, applicable credit enhancements
or investments equal to the debt outstanding.

Pursuant to legislation enacted by the Maryland General Assembly in April, 1996, the Maryland Stadium Authority is required to pay
$2,400,000 per year into the Public School Construction Fund over ten years, subject to availability of funds, beginning in fiscal year 2001.
Payment for fiscal year 2008 was required and paid.

As of June 30, 2008, the higher education fund had commitments of approximately $246,565,000 for the completion of projects under
construction.

18. Contingencies:

The State is party to legal proceedings that normally occur in governmental operations. The legal proceedings are not, in the opinion of
the Attorney General, likely to have a material, adverse impact on the financial position of the State as a whole.
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As of June 30, 2008, economic development loan programs were contingently liable to financial institutions for $4,689,000 for the
repayment of loans for small businesses. Non-major enterprise funds were contingently liable as insurers of $166,280,000 of $377,100,000
mortgage loans made by public and private lenders. Non-major component units were contingently liable as insurers of $24,686,000 of
$465,790,000 economic development and growth bonds issued by financial institutions.

As of June 30, 2008, there were approved economic development bonds pending settlement which were insured by non-major component

units for $5,032,000.

The State receives significant financial assistance from the U.S. Government. Entitlement to the resources is generally conditioned upon
compliance with terms and conditions of the grant agreements and applicable Federal regulations, including the expenditure of the resources
for eligible purposes. Substantially all grants are subject to financial and compliance audits by the grantors. Any disallowances as a result of
these audits become a liability of the fund which received the grant. As of June 30, 2008, the State estimates that no material liabilities will
result from such audits.

19. Tobacco Settlement:

Legislation enacted by the 1999 General Assembly established the Cigarette Restitution Fund for all revenues received from any judgment
against or settlement with the tobacco industry. Expenditures from the fund are made by an appropriation in the annual State budget. The
law provides that at least 50% of the appropriations shall be made for tobacco or health related purposes and the remaining appropriations
may be for any public purpose. During the 2002 legislative session, legislation was enacted providing that for each of fiscal years 2003 through
20006, at least 25% of the appropriations shall be made for the Maryland Medical Assistance Program (Medicaid); the 2005 legislative session
increased that percentage to 30% for each year for which appropriations are made. During the 2003 legislative session, legislation was enacted
requiring that .15% of the fund be appropriated for enforcing the escrow requirements for nonparticipating tobacco product manufacturers.
Transfers of $179,796,000 were made from the proceeds in the Cigarette Restitution Fund for fiscal year 2008 expenditure of appropriations.

As part of the Master Settlement Agreement between the states and the tobacco companies, Maryland’s share during fiscal year 2008 was
$173,554,000, including the award from the arbitration panel for attorney fees. This amount does not include $11,898,000, the tobacco
companies paid to the disputed account pending the outcome of litigation.

It is estimated that the payments made to the State pursuant to the Master Settlement through fiscal year 2013 will total $2.2 billion of
which, $149,873,000 will be paid to outside counsel. The actual amount paid each year, however, will reflect adjustments for inflation and
cigarette shipment volume. In addition, the State expects to receive $75,972,000 during that same period pursuant to an award for attorney
fees by the national arbitration panel.

20. Landfill Closure and Postclosure Care Costs:

State and Federal laws require the Maryland Environmental Service (the Service) to cover the Midshore Regional Landfill (Midshore),
which the current cell is expected to close in December 2010, and to perform certain maintenance and monitoring functions at the Midshore
and Easton Landfill (Easton) sites for thirty years after closure. Although closure and postclosure care costs at Midshore will be paid near
or after the date the landfill stops accepting waste, the Service reports a portion of these closure and postclosure care costs as a liability based
upon the estimated useful life of the landfill. Midshore’s current cells are approximately 82% filled as of June 30, 2008. Total closure and
postclosure care costs for the landfill is currently estimated to be $11,865,000, as determined through engineering studies and $9,705,000 has
been recognized as a liability on the June 30, 2008, Combining Statement of Net Assets, Non-Major Component Units. Actual costs may be
subject to change due to inflation, deflation, technology, and changes in applicable laws and regulations.

A receivable from project participants corresponding to the accrued liability has also been recorded.

Under Federal regulations, the Service has satisfied its financial assurance requirements based upon the local government financial ratio tests
of the project participants as of June 30, 2007. The Service expects to satisfy these requirements as of June 30, 2008, using the same criteria.

21. Subsequent Event:

Subsequent to June 30, 2008, financial markets as a whole incurred significant declines in values. Investments held by the governmental
and enterprise funds primarily consist of U.S. government agency obligations and money market mutual funds. There have been no major
fluctuations in the market value of these securities. As of November 18, 2008, the investment portfolio of the Maryland State Retirement
System (System), fiduciary funds, has incurred a significant decline in the values reported as of June 30, 2008. Because the values of the
individual investments fluctuate with market conditions, the amount of investment losses that the System will recognize in its future financial
statements, if any, cannot be determined at this time.
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STATE OF MARYLAND
Reconciliation of the Budgetary General and
Special Fund, Fund Balances to the GAAP General
and Special Revenue Fund, Fund Balances

June 30, 2008
(Expressed in Thousands)

General Special
Amount in budgetary funds, fund balance (page 87) .......cccovuiiiniiiiiiiiniiiiiccce $1,387,060 $1,781,253
Budgetary special funds reclassified to the general fund ..........ococoieiiiiiiniinan. 1,147,043 (1,147,043)
Budgetary special funds reclassified to other funds...........cccocoiviiiiiiiiiiiiiie, (553,313)
Other non-budgetary funds reclassified to governmental funds...........ccccocevvnicinncnnee. 247,706 96
Total of budgetary fund balances reclassified into the governmental
FUNAS’ FUNA STIUCTULE 1ottt e e e e e seaa e e e e et e s eaaeeesaneeseneeesans 2,781,809 80,993
Accounting principle differences:
Assets recognized in the governmental funds financial statements
not recognized for budgetary purposes:
a8 e e e et e e et e e e e aee—aaeenaaa 57,914 1,124
DLV ESTIIICIITS et et e et e et e e e e et e e e e e et e e e e e e eeeeeeeeseeeeeeeeesaeeeeesenaneneeeenaane 6,696
TTAXES TECEIVADLC ..ttt e et e e e e e e e e e e et aeeeeesaaaeeeeas 146,769 1,234
Intergovernmental receivables ..o 114,879
Other accounts reCeIVable ........oivuiiiiieiii it 18,738 2,768
Prepaid IEEIMIS c.eveueeteieteeet ettt (189,975)
T VEIIEOTIES ettt e et e e et e e e e et e e e e e e eeeeeeeeseeeeeeeeeaaeeeeeseaenneneeeesannes 25,005 74,458
Due from other fUNAS ......eeiiieiiieiie et 14,702 25,211
Liabilities recognized in the governmental funds financial
statements not recognized for budgetary purposes:
Salaries Payable ......coveiriiiriiinie e 28,085
Accounts payable and accrued liabilities........cevveivieineineiiniiccee (100,754) (26,405)
Due t0 0ther fUNS c...ooviieeieciieceeee e et (10,509) (9,132)
Accounts payable to political subdivisions..........coccciiiriiciiiniiiiiiccee, (26,0906)
Deferred TEVENUE. .....evvieeeeiee ettt et et e et e e e e e st e e e et e e s eaeeesnaas 26,377
Accrued Self INSUIANCE COSS uviiviririirrieiirieiieeeeeeteeeteeeteeereeeseeeeeeeseeeeseeseeesreensens (8,052)
Financial statement governmental funds’ fund balances, -
June 30, 2008 (PAZE 20) ...viveuiiiiiiiiiiciice e $2,885,588 $ 150,251

See accompanying Notes to Required Supplementary Information.
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STATE OF MARYLAND
Required Supplemental Schedule of Funding Progress for

Pension and Retirement System

(Expressed in Thousands)

Actuarial Actuarial Actuarial (Unfunded AAL) (Unfunded AAL)

Valuation Value of Accrued /Excess of /Excess as a
Date Plan Liability (AAL) Assets Funded Covered Percentage of

June 30, Assets Entry Age over AAL Ratio Payroll (1)  Covered Payroll (2)

TEACHERS RETIREMENT AND PENSION SYSTEM
2008 $23,784,404 $29,868,705 $ (6,084,301) 79.63%  $6,117,591 (99.46)%
2007 22,814,759 28,122,575 (5,307,816) 81.13 5,709,765 (92.96)
2006 21,575,451 25,617,484 (4,042,033) 84.22 5,269,185 (76.71)
2005 20,801,529 23,305,198 (2,503,669) 89.26 5,055,392 (49.52)
2004 20,155,415 21,724,178 (1,568,763) 92.78 4,615,607 (33.99)
2003 19,626,676 21,152,063 (1,525,387) 92.79 4,609,992 (33.09)
STATE EMPLOYEES RETIREMENT AND PENSION SYSTEM
2008 $10,699,418 $14,337,460 $ (3,638,042) 74.63 % $3,110,640 (116.95)%
2007 10,332,264 13,363,507 (3,031,243) 77.32 3,022,476 (100.29)
2006 9,825,416 12,184,215 (2,358,799) 80.64 2,828,348 (83.40)
2005 9,544,541 11,241,813 (1,697,272) 84.90 2,743,255 (61.87)
2004 9,330,876 10,457,119 (1,126,243) 89.23 2,625,312 (42.90)
2003 9,143,380 9,986,544 (843,164) 91.56 2,611,085 (32.29)
STATE POLICE RETIREMENT SYSTEM
2008 $ 1,343,208  $ 1,601,575 $  (258,367) 83.87 % $86,464 (298.81)%
2007 1,334,375 1,516,935 (182,560) 87.97 83,191 (219.45)
2006 1,301,877 1,325,875 (23,998) 98.19 80,649 (29.76)
2005 1,289,345 1,284,950 4,395 100.34 76,463 5.75
2004 1,287,981 1,200,605 87,376 107.28 76,445 114.30
2003 1,285,201 1,062,383 222,818 120.97 80,839 275.63
JUDGES RETIREMENT SYSTEM
2008 $ 306,716 $ 406,782 $  (100,066) 75.40 % $37,943 (263.73)%
2007 293,052 371,987 (78,935) 78.78 37,638 (209.72)
2006 273,679 352,537 (78,858) 77.63 35,939 (219.42)
2005 260,125 328,033 (67,908) 79.30 33,074 (205.32)
2004 250,272 312,285 (62,013) 80.14 32,937 (188.28)
2003 240,207 279,008 (38,801) 86.09 33,167 (116.99)
STATE LAW ENFORCEMENT OFFICERS’ PENSION SYSTEM
2008 $ 389,793 $ 611,367 $  (221,574) 63.76 % $85,814 (258.20)%
2007 354,364 593,308 (238,944) 59.73 82,079 (291.11)
2006 316,709 504,373 (187,664) 62.79 71,678 (261.82)
2005 281,659 470,677 (189,018) 59.84 72,374 (261.17)
2004 253,582 400,755 (147,173) 63.28 63,828 (230.58)
2003 216,913 358,789 (141,876) 60.46 62,214 (228.05)
TOTAL OF ALL PLANS

2008 $36,523,539  $46,825,889 $(10,302,350) 78.00%  $9,438,452 (109.15)%
2007 35,128,814 43,968,312 (8,839,498) 79.90 8,935,149 (98.93)
2006 33,293,132 39,984,484 (6,691,352) 83.27 8,285,799 (80.76)
2005 32,177,199 36,630,671 (4,453,472) 87.84 7,980,558 (55.80)
2004 31,278,126 34,094,942 (2,816,8106) 91.74 7,414,129 (37.99)
2003 30,512,377 32,838,787 (2,326,410) 92.92 7,397,297 (31.45)

(1) Covered payroll includes the payroll cost of those participants for which the State pays the retirement contribution but does
not pay the participants’ payroll cost.
(2) (Unfunded AAL)/ excess assets over AAL as a percentage of covered payroll.
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STATE OF MARYLAND

Required Supplemental Schedule of Funding Progress for

Maryland Transit Administration Pension Plan
(Expressed in Thousands)

Actuarial Actuarial Actuarial Unfunded Unfunded AAL
Valuation Value of Accrued Actuarial asa
Date Plan Liability Accrued Funded Covered Percentage of
June 30, Assets Entry Age Liability Ratio Payroll Covered Payroll
2008 $136,294 $326,988 $(190,694) 41.68% $144,775 (131.72)%
2007 124,496 322,597 (198,101) 38.59 135,098 (146.64)
2006 112,230 300,869 (188,639) 37.30 128,806 (146.45)

Required Supplemental Schedule of Funding Progress for

Other Post-Employment Benefits Plan
(Expressed in Thousands)

Actuarial Actuarial Actuarial Unfunded Unfunded AAL
Valuation Value of Accrued Actuarial asa
Date Plan Liability (AAL) Accrued Funded Covered Percentage of
June 30, Assets Entry Age Liability Ratio Payroll Covered Payroll
2008* $118,884 $14,852,304 $14,733,420 0.8% $4,625,145 318.6%

Required Supplemental Schedule of Employer Contributions
and Other Contributing Entities for

Other Post-Employment Benefits Plan
(Expressed in Thousands)

Percentage Contributed

Year Ended Annual Required Employer Other Contributing
June 30, Contribution Contributions (a) Entities (b) Total
2008* $1,086,420 34.2% 1.7% 35.9%

*Information for prior years not available.
(a) Employer contributions include pre-funding and pay-as-you-go contributions (net of retiree premiums).
(b) Other contributing entities consists of the federal Medicare drug subsidy contributed to the OPEB Trust.
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STATE OF MARYLAND

Notes to Required Supplementary Information
For the Year Ended June 30, 2008

1. Budgeting and Budgetary Control:

The Maryland Constitution requires the Governor to submit to the General Assembly an annual balanced budget for the following fiscal
year. This budget is prepared and adopted for the General Fund, which includes all transactions of the State, unless otherwise directed to be
included in another fund and the Special Fund, which includes the transportation activities of the State, fishery and wildlife funds, shared
taxes and payments of debt service on general obligation bonds. In contrast, the GAAP special revenue fund includes only the operations
(other than debt service and pension activities) of the Maryland Department of Transportation. The budgetary Federal fund revenue and
expenditures are included in the GAAP General and Special Funds as federal revenues and expenditures by function. An annual budget is
also prepared for the Federal Fund, which accounts for substantially all grants from the Federal government, and the current unrestricted
and restricted funds of the Universities and Colleges. In addition to the annual budget, the General Assembly adopts authorizations for the
issuance of general obligation bonds. The expenditures of the resources obtained thereby are accounted for in the capital projects fund.

All State budgetary expenditures for the general, special and federal funds are made pursuant to appropriations in the annual budget, as
amended from time to time, by budget amendments. The legal level of budgetary control is at the program level for the general, special and
federal funds. State governmental departments and independent agencies may, with the Governor’s approval, amend the appropriations by
program within the budgetary general fund, provided they do not exceed their total general fund appropriations as contained within the annual
budget. Increases in the total general fund appropriations must be approved by the General Assembly. For the fiscal year ended June 30,
2008, the General Assembly approved a net increase in General Fund appropriations of $77,453,000. Appropriations for programs funded
in whole or in part from the special or federal funds may permit expenditures in excess of original special or federal fund appropriations to
the extent that actual revenues exceed original budget estimates and such additional expenditures are approved by the Governor. Unexpended
appropriations from the general fund may be carried over to succeeding years to the extent of encumbrances, with all other appropriations
lapsing as of the end of the fiscal year. Unexpended appropriations from special and federal funds may be carried over to the extent of (a)
available resources, and (b) encumbrances. The State’s accounting system is maintained by the Comptroller in compliance with State Law
and in accordance with the State’s Budgetary Funds. It controls expenditures at the program level to ensure legal compliance. The “Agency
Appropriation Unencumbered Balance Report,” which is available for public inspection at the Office of the Comptroller, provides a more
comprehensive accounting of activity on the basis of budgeting at the legal level of budgetary control.

The original and amended budget adopted by the General Assembly for the general, special and federal funds is presented in the Schedule
of Revenues, Expenditures and Encumbrances, and Changes in Fund Balances Budget and Actual for the year ended June 30, 2008.
The State’s budgetary fund structure and the basis of budgeting, which is the modified accrual basis with certain exceptions, differs from
that utilized to present financial statements in conformity with generally accepted accounting principles. The budgetary system’s principal
departures from the modified accrual basis are the classification of the State’s budgetary funds and the timing of recognition of certain revenues
and expenditures. A summary of the effects of the fund structure differences and exceptions to the modified accrual basis of accounting, as of
June 30, 2008, is provided in the “Reconciliation of the Budgetary General and Special Fund, Fund Balances to the GAAP General and Special
Revenue Fund, Fund Balances” immediately following the budgetary schedule.
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STATE OF MARYLAND

Non-Major Governmental Funds

Debt Service Funds

General Obligation Bonds, Debt Service Fund: Transactions related to resources obtained and used for
the payment of interest and principal on general long-term debt obligations are accounted for in the
general obligation bonds debt service fund.

Transportation Bonds, Debt Service Fund: Transactions related to resources obtained and used for the
payment of interest and principal on transportation long-term debt obligations are accounted for in the
transportation bonds debt service fund.

Capital Projects Fund

Transactions related to resources obtained and used for the acquisition, construction or improvement
of certain capital facilities, including those provided to political subdivisions and other public
organizations are accounted for in the capital projects fund. Such resources are derived principally
from proceeds of general obligation bond issues, Federal grants and operating transfers from the State’s
general fund. The State enters into long-term contracts for construction of major capital projects and
records the related commitments as encumbrances.
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STATE OF MARYLAND
Combining Balance Sheet
Non-major Governmental Funds

June 30, 2008
(Expressed in Thousands)

Debt Service Funds Total
General Capital Non-major
Obligation  Transportation Projects  Governmental
Bonds Bonds Fund Funds
Assets:
Cash with fiscal agent - restricted..........cccocoiviiiiiiniiciinne. $ 8,224 $ 8,224
Equity in pooled invested cash.......c.ccoveeiniininniniininne 38,332 $ 278,642 316,974
Taxes 1eceivable, NET voveveeereeeeiieeeeeee et 15,329 15,329
Other receivables........cooovuiiiiiiiiicciccieeeeece e 321 86 407
Due from other funds......cooeeeeeieeeeeeeeeeeeeeeee e 15,752 15,752
Loans and notes receivable, Net.....ioeeeveeeeeeeeeeeeeeeeeeeeeeeeeeees 4,714 4,714
Loans and notes receivable - restricted ......cooouvveeeeeevioieeeeeeenns 5,653 5,653
TOTAL ASSCES . veeeeeeeeeeeee e e e e e e e e e eeeeeas $66,920 N $ 300,133 $ 367,053
Liabilities:
Vouchers payable........ccocoiriiiiniiiniincncncccce $ 69,246 $ 69,246
Accounts payable and accrued liabilities ......cccoevervecnrecnnencnn 25,073 25,073
Accounts payable to political subdivisions ..........c.ccccceeerieuenne. 6,763 6,763
Deferred reVenUE .......ccvveeeiecreeeieeeiee ettt et $ 69 69
Matured bonds and interest coupons payable ...............cccc...... 158 158
Total HabIlItIes «oeeeeeeeeeee e 227 101,082 101,309
Fund balances:
Reserved for:
ENCUMDBIANCES vttt e e e e 321,443 321,443
Loans and notes receivable.......ooveeveeeeeeeeeiieeeeeeeeeee e 4,302 5,653 9,955
et SEIVICE vttt et e e e e eaeeeens 8,128 8,128
Unreserved:
Undesignated (deficit)........ccoceiiiniiciiiininiciiniccce 54,263 (128,045) (73,782)
Total fund balances ........cooovveevviiiiiiiiiieeeeeeeeee, 66,693 199,051 265,744
Total liabilities and fund balances.......ccoeouvuveveveeeeenn.. $66,920 R $ 300,133 $367,053
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STATE OF MARYLAND
Combining Statement of Revenues,
Expenditures, Other Sources and Uses of

Financial Resources and Changes in Fund Balances

Non-major Governmental Funds

For the Year Ended June 30, 2008
(Expressed in Thousands)

Debt Service Funds Tortal
General Capital Non-major
Obligation  Transportation Projects ~ Governmental
Bonds Bonds Fund Funds
Revenues:
ONET TAKES < eeeeeeeee et e e e e e e e e e e e e e e e e e e e e e e $628,231 $ 628,231
Interest and other investment INCOME......uvvveeeeeeeeeeeeeeeeneene. 623 $ 22 $ 6,386 7,031
Federal reVenUe.......ooee oo 11,824 11,824
Oher vttt 514 514
TOTAL LEVEINIUES e e e e e 629,368 22 18,210 647,600
Expenditures:
EdUCATION ettt et e e e e e seeaeee 369,894 369,894
Aid to higher education ..........cccoooviiiiiiniiiiiiicice, 270,363 270,363
Intergovernmental grants and revenue sharing.............c.c...... 334,190 334,190
Capital outlays.........ccccoviiiiiiiiiiiiice 76,268 76,268
Debt service:
Principal retirement....c.c..cevveeiruerinieninenieeneeneeneeeneeaens 428,310 68,990 497,300
TNEEIEST coieieieeeeeetee e 262,610 52,400 315,010
BONd 1SSUANCE COSES.evveeiiennrieeeeeeeeieeeeeeeeeeeeeeeeeeeeeeeeeeenes 2,219 2,219
Total expenditures.......cccvveerverirrenirenieineeneeneeneeaens 690,920 121,390 1,052,934 1,865,244
Deficiency of revenues under expenditures............. (61,552) (121,368) (1,034,724) (1,217,644)
Other sources (uses) of financial resources:
BONdS 1SSUC. ..eeeeieeeeeeeeeeeeeeee e e eeeeee s 779,986 779,986
Bond premium ..c..c.eeveerieiniciniiinccc e 24,543 17,481 42,024
TEANSTELS 1M eeeviiiiiiie e 37,761 118,987 192,333 349,081
TEANSEEIS OUT...eviiiiiieie ettt ettt (20,961) (20,961)
Total other sources of financial resources .......c........... 62,304 118,987 968,839 1,150,130
Net changes in fund balances ............cccccoiciiinns 752 (2,381) (65,885) (67,514)
Fund balances, beginning of the year.........ccoovviiviiiiinnnan. 65,941 2,381 264,936 333,258
Fund balances, end of the year.......ccoeeivinncnnincincinccnens $ 66,693 $ - $199,051 $ 265,744
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STATE OF MARYLAND

Non-major Enterprise Funds

Transactions related to commercial types of activities operated by the State are accounted for in the
enterprise funds. The non-major enterprise funds consist of the economic development insurance
programs of the Department of Housing and Community Development and Maryland Correctional
Enterprises, which utilizes inmate labor from State correctional institutions to manufacture goods,
wares and merchandise to be sold to State agencies, political subdivisions and charitable, civic,
educational, fraternal or religious associations or institutions.
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STATE OF MARYLAND
Combining Statement of Net Assets
Non-major Enterprise Funds

June 30, 2008
(Expressed in Thousands)

Economic Total
Development Maryland Non-major
Insurance Correctional Enterprise
Programs Enterprises Funds
Assets -
Current assets:
Cash and cash equivalents.........ccvevincinccnioncnnniecneee $ 10 $ 10
Equity in pooled invested cash.......cccoeeeriinecincnnicnncnicninnens $106,770 9,818 116,588
Other accounts receivable ... ......eeeeeeeeeeeeeeeeeeeeeee e 7,900 7,900
LIV I OTICS ettt e e e e e e e eeeenees 11,990 11,990
Loans and notes receivable, Net....oeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeenn. 127 127
Oher ASSELS ...uvieiuieeriietieeeteeetee et ettt ete e eaeeereeeteeeeveeeane e 117 124 241
TOTAl CULTEINT ASSETS e eee e e e e e e e e e e e e e e eee e e e 107,014 29,842 136,856
Non-current assets:
INVESEIMEIIES ...vveeveeeereeeteeereeereeeereeeseeeveeeteeeereeetaeeeseeeseseeseeesneenns 1,205 1,205
Loans and notes receivable, Net....oeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeenn. 413 413
Capital assets, net of accumulated depreciation:
Structures and IMProvemMents. ........ccoveveueurieriricueinresicecreeens 930 930
EQUIPIMIENT vttt 6,929 6,929
TN TaStIUCIULC. .cvviievieetieereeetee et et etee et ere e eaeereeeanas 69 69
Total NON-CUITENT ASSELS ..vveiiuvriiieeeeieeeeeeeteeeeeeeeeeeeeeeeieeeenes 1,618 7,928 9,546
TOTAL ASSCES ettt eeeaaeaeaes 108,632 37,770 146,402
Liabilities -
Current liabilities:
Accounts payable and accrued liabilities ......c.cceveirecinecnencnn. 194 2,161 2,355
Due to other funds ........cooveeiiiiieeiiecieee e 350 350
Accrued insurance on 10an loSSeS ......eeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeens 7,731 7,731
Other abilities. ...eeeee et oo 474 812 1,286
Unearned FeVENUE. .......coveeeveeereeeieeereeeteeeeteeeteeeereeereeeeveeeneereeas 1,297 186 1,483
Total current Habilities ....eeeeeeeeeeeeeeeeeeeeeeeeeee e 9,696 3,509 13,205
Non-current liabilities:
Due t0 Other fUNAS ceeevieee et eaeee e 1,408 1,408
Other abilities. ..oeeeee e 1,322 736 2,058
Total non-current liabilities..........oovvveiiviiiiirieiiiieiiieeenne 1,322 2,144 3,466
TOtal HabIlItIeS. o e veeeeeeeeeeee e eeeeeeeeeees 11,018 5,653 16,671
Net Assets -
Invested in capital assets,
net of related debt....eeii i 6,171 6,171
Restricted for insurance programs...........cccceeeerucuciiirisicucnnennee 103,332 103,332
Unrestricted (deficit) ...ooviiviiiireieieiieeeieeeie e (5,718) 25,946 20,228
TOTAL MO ASSEES e e e e e e e e e e e e e e e e e e e e e $ 97,614 $32,117 $129,731
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STATE OF MARYLAND
Combining Statement of Revenues, Expenses
and Changes in Fund Net Assets
Non-major Enterprise Funds

For the Year Ended June 30, 2008
(Expressed in Thousands)

Economic Total
Development Maryland Non-major
Insurance Correctional Enterprise
Programs Enterprises Funds
Operating revenues:
Charges for services and sales.........c.covvveverirnnreeccnneecnnnnen. $ 1,534 $51,869 $ 53,403
Interest on loan INCOME ......cevuieieriieiericie e 541 541
OLREr caviieiiec et 42 42
Total operating reVenuUes ........coveerveeerveerreerrenenrereereeereneenens 2,117 51,869 53,986
Operating expenses:
Cost of sales and SEIVICES ...eveveveierieirerierieeeiereete e 37,614 37,614
General and adminiStrative.......c.covveeveeeerreireeeeeeeeereereesreeeeerens 2,813 7,941 10,754
Depreciation and amortization ...........coeeeeereeererenenierenreennenens 1,351 1,351
Reduction in provision for insurance on loan losses.................. 1,946 1,946
Total Operating EXpPenses .......c.covvveveuerereererererenrereresensenereenens 4,759 46,906 51,665
Operating income (108s) ....c.c.everveverienniereinneecrcneneneees (2,642) 4,963 2,321
Non-operating revenues (expenses):
Restricted investment iNCOME.......cueevereevereeienieesieneeeveneeennens 5,471 5,471
OhET ottt ettt ene (12) (12)
Total non-operating revenues (€Xpenses) .......coeceeveververervenens 5,471 (12) 5,459
Income before transfers..........ocoevevvevreevveieeieeeeireeeeenens 2,829 4,951 7,780
TEANSEEIS OUL vttt ettt enes (10,000) (10,000)
Changes in NEt aSSELS....covrvevereriruerereeererrerererereereneereeneneees (7,171) 4,951 (2,220)
Total net assets - beginning of the year .....c.cocccoevnviccnneccnnen 104,785 27,166 131,951
Total net assets - end of the year ......cocoecconnecinneccnnnccnen $ 97,614 $32,117 $129,731
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STATE OF MARYLAND
Combining Statement of Cash Flows

Non-major Enterprise Funds

For the Year Ended June 30, 2008
(Expressed in Thousands)

Economic Total
Development Maryland Non-major
Insurance Correctional Enterprise
Programs Enterprises Funds
Cash flows from operating activities:
Receipts from CUSTOMETS.....cvevreererererirereeeserieieesieeeeeeeeeeee e $ 1,962 $ 50,230 $ 52,192
Payments t0 SUPPLIELS «...vvvrvrerereririrerereseeeseeieee st (33,607) (33,607)
Payments to emplOyees ........cuvveirieireinierineieieeereesieenaenes (2,112) (14,375) (16,487)
Other receipts (PAyMENES) ....ovvvervrerererereriseeieeeeseeieieeeeeeeeeeeeeeas 4,679 (473) 4,206
Net cash from operating activities..........cceecueeiiiricccieninns 4,529 1,775 6,304
Cash flows from noncapital financing activities:
TEANSTELS OUL..uviiiiiiii it (10,000) (10,000)
Net cash from noncapital financing activities............cccc...... (10,000) (10,000)
Cash flows from capital and related financing activities:
Proceeds from interfund borrowings..........cccoeciiiiniiciiininnns 1,758 1,758
Acquisition of capital assets......coeerveverieirieinieinieincrceas (3,533) (3,533)
Net cash from capital and related financing activities.......... (1,775) (1,775)
Cash flows from investing activities: ...........cocceiiririciciinninccnnes
INterest ON INVESTIMENTS....ecveiveereirrerreerreereereereereeseeeseeseeeseenees 5,471 5,471
Net cash from investing activities..........cccceuecureiiniiciienines 5,471 5,471
Net change in cash and cash equivalents .............c..........
Balance - beginning of the year ...........c.ccccceeniiinne 10 10
Balance - end of the year ..o $ - $ 10 $ 10
Reconciliation of operating income to net cash
from operating activities:
Operating income (1088) ....c.cuevriieererririeiueriniceerersnieiereereeens $ (2,642) $ 4,963 $ 2,321
Adjustments to reconcile operating income to net cash
from operating activities:
Depreciation and amortization .......c.coeeeereeereeeneeeneeennene 1,351 1,351
Effect of changes in non-cash operating assets and liabilities:
Equity in pooled invested cash.......cccoceeirioininninciincnccnne, 5,151 (473) 4,678
Other accounts receivable.........ccovovuiiiieiiiiiiieceee e (952) (952)
IIIVEIIEOTIES ... et eee ettt et s et et e et e e eeaeeeaeesaeeeaeeeas (3,164) (3,164)
Loans and notes receivable.........c..cccvevieeviiiiieiiiecieceeeeeeee 32 32
Other aSSELS ..coiuuviiiieiieeeiei ettt e e e s eaeeeeaes (203) (34) (237)
Accounts payable and accrued liabilities ......c.coveeirecincnncnns 7 281 288
Accrued insurance on 10an loSSes .....ceeveeeeeeeeeeeeeeeeeeeeeeeeeeeeeens 1,558 1,558
Unearned FEeVENUE. .......cuueievieiieeeeieeee e eee et eee e 417 (288) 129
Other lHabilities. ....coovvivieeiiieeiieeee ettt 209 91 300
Net cash from operating activities............ccceeiririccininiiciiennienn. $ 4,529 $ 1,775 $ 6,304
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STATE OF MARYLAND

Fiduciary Funds

The Pension and Other Employee Benefits Trust Funds include the State Retirement and Pension
System of Maryland, the Maryland Transit Administration Pension Plan, and the Deferred
Compensation Plan. The Trust Funds reflect the transactions, assets, liabilities and fund equities of
the plans administered by the State and the Maryland Transit Administration and are accounted for
using the flow of economic resources measurement focus. The Deferred Compensation Plan, which
is included with a year end of December 31, accounts for participant earnings deferred in accordance
with Internal Revenue Code Sections 457, 403(b), 401(a) and 401(k). Amounts deferred are invested
and are not subject to federal income taxes until paid to participants upon termination or retirement
from employment, death or for an unforeseeable emergency.

The agency funds are custodial in nature and do not present the results of operations or have a
measurement focus. The State uses agency funds to account for the receipt and disbursement of
patient and prisoner accounts, various taxes collected by the State for distribution to the Federal
government and political subdivisions and amounts withheld from employees” payroll.
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STATE OF MARYLAND
Combining Statement of Fiduciary Net Assets
Pension and Other Employee Benefits Trust Funds

June 30, 2008
(Expressed in Thousands)

Retirement Maryland
and Transit Deferred
Pension Administration Compensation
System of Pension Plan
Maryland Plan December 31, 2007 Total
Assets:
Cash and cash equivalents........cocovvvnrnnnnneene. $ 1,737,586 $ 917 $ 4791 $ 1,743,294
Investments:
U.S. Treasury and agency obligations................ 633,331 3,680 637,011
Bonds ....ooveeiieiieeeeeecce e 1,599,113 24,602 1,623,715
Corporate eqUity SECUTIHES. ...c.vvvrvererererrerereenens 8,034,922 87,492 8,122,414
Mortgage related securities..........coeueuicininuennae. 2,218,785 7,560 2,226,345
Mutual funds......cccoveeereeeeerieieeieeeeee e 19,836,401 1,743,191 21,579,592
Guaranteed investment CONtracts............c........ 629,093 629,093
Real €STate..vviivierierieriereeie ettt nea 1,247,646 1,806 1,249,452
ANNUILY CONEIACES wevvveneereeeeeneeicneeeneecereieneenenne 129,460 129,460
Private eqUItY...ccoevvreereerineerereininiereeeneeieneeneas 830,433 830,433
Investments held by borrowers under
securities lent with cash collateral................. 1,768,886 1,768,886
Total INVeStMENtS.....cccveevveeiriecrieereecreeeiieene 36,169,517 125,140 2,501,744 38,796,401
Other receivables .........coveievieieeiiieceeeeeeeiene 873,365 1,643 19,117 894,125
Collateral for lent securities ..........cceevvveevvrenreeeneenne 1,826,516 1,826,516
TOtal ASSELS..uvevieeriereereeriereereere et 40,606,984 127,700 2,525,652 43,260,336
Liabilities:
Accounts payable and accrued liabilities ................ 2,166,758 1,643 64 2,168,465
Collateral obligation for lent securities................... 1,826,516 1,826,516
Total liabilities ......covevveerievrierieeeiereciecreeee 3,993,274 1,643 64 3,994,981
Net assets:
Held in trust for:
Pension benefits.......ccueeveveeeveeereiieeeieiecreeeeneen 36,613,710 126,057 36,739,767
Deferred compensation benefits..........ceeeuenee 2,525,588 2,525,588
Total NEt aSSELS ..veveveereeeeeeereeeeeeeereeeeeee e $36,613,710 $126,057 $2,525,588 $39,265,355
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STATE OF MARYLAND

Combining Statement of Changes in Plan Net Assets
Pension and Other Employee Benefits Trust Funds

For the Year Ended June 30, 2008
(Expressed in Thousands)

Retirement Maryland
and Transit Deferred
Pension Administration Compensation
System of Pension Plan
Maryland Plan December 31, 2007 Total
Additions:
Contributions:
Employers......c.cocvneveirnnieiinnecenneieiceeas $ 443,207 $ 24,245 $ 20,722 $ 488,174
MemDETS ..ot 420,461 164,234 584,695
SPONSOLS ..ttt 604,756 604,756
Total contributions .....c.ceeeevvvrecrnenenene. 1,468,424 24,245 184,956 1,677,625
Investment earnings:
Net appreciation (depreciation) in fair value
Of INVESTMENTS...eevvviiviiceieeieeceee e e (2,666,856) (20,458) 87,853 (2,599,461)
TIEETEST vttt 430,590 13,608 37,376 481,574
Dividends ....cccoveereenecincincncncneceenne 237,938 237,938
Real estate operating net earnings ................... 25,096 25,096
Net change in annuity reserves............ccccucuee. 2,592 2,592
Total investment income.........cccceevuvrennee.. (1,973,232) (6,850) 127,821 (1,852,261)
Less: Investment expense........c.cocoevveveueenne 166,430 166,430
Net investment iNCOME .......c..coeveeeeenne.. (2,139,662) (6,850) 127,821 (2,018,691)
Total additions ......ccueevveeeeiiiiiiiccieceeeeee, (671,238) 17,395 312,777 (341,066)
Deductions:
Benefit payments .......cocoveveveeninieeeenineiecnenienenenes 2,120,463 20,128 164,960 2,305,551
Refunds...cooveiveeininieiicinicinccccece 16,223 16,223
Administrative eXpenses.........coeovrrveveererrereenennns 23,147 345 7,001 30,493
Total deductions........cccocvvrveverererniccinnicnenenes 2,159,833 20,473 171,961 2,352,267
Changes in net assets........ooevvveverererererenenes (2,831,071) (3,078) 140,816 (2,693,333)
Net assets held in trust for pension and other
employee benefits:
Beginning of the year.........ccococceiiniiinn 39,444,781 129,135 2,384,772 41,958,688
End of the year.....ccccccovveionnccinniceene, $36,613,710 $126,057 $2,525,588 $39,265,355
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STATE OF MARYLAND
Combining Statement of Fiduciary Net Assets

Agency Funds
June 30, 2008
(Expressed in Thousands)
Agency Funds
Local Payroll Litigant,
Local Insurance Transportation Taxesand Patient and Total
Income Premium Funds and Fringe Prisoner Agency
Taxes Taxes Other Taxes  Benefits Accounts Funds
Assets:
Cash and cash equivalents........ccccceennnes $ 10 $ 3,028 $ 98,158 $ 101,196
Equity in pooled invested cash.................. $1,536,103 75,907 52,117 $320 5,124 1,669,571
Taxes receivable, net .....cccooevvevvveevieceeeenen. 239,559 239,559
Other receivables........cc.ooovveveviiiiiiiiiinin, 2,200 2,200
Total aSsets....cevvevvreeieereeeieeeeieeeeeennn. $1,775,662  $78,117 $55,145 $320  $103,282 $2,012,526
Liabilities:
Accounts payable and accrued liabilities ... $78,117 $ 3,028 $320 $101,283 $ 182,748
Accounts payable to political subdivisions  $1,775,662 52,117 1,999 1,829,778
Total liabilities ...covevuveeeeeeeeieeeeeenns $1,775,662 $78,117 $55,145 $320  $103,282 $2,012,526
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STATE OF MARYLAND
Combining Statement of Changes in Assets
and Liabilities — Agency Funds
For the Year Ended June 30, 2008
(Expressed in Thousands)

Balance Balance
June 30, 2007 Additions Deletions June 30, 2008
Litigant, Patient and Prisoner Accounts
Assets:
Cash and cash equivalents.......c.cocoeueennnrecnnnne. $ 83,434 $ 174,249 $ 159,525 $ 98,158
Equity in pooled invested cash.........cccccccvneneeee. 4,922 19,964 19,762 5,124
TOtal ASSELS...vvevreerieieeieeieeeeeeeeeeeeeeee e $ 88,356 $ 194,213 $ 179,287 $ 103,282
Liabilities:
Accounts payable and accrued liabilidies ............. $ 86,652 $ 193,298 $ 178,667 $ 101,283
Accounts payable to political subdivisions ......... 1,704 915 620 1,999
Total liabilities .......coouvvieeviiiiiieiciieeceee e $ 88,356 $ 194,213 $ 179,287 $ 103,282
Insurance Premium Taxes
Assets:
Cash and cash equivalents.......cccoevvrinirinieenee $ 10 $ 10
Equity in pooled invested cash.........cccccccvnueeneeee. 72,634 $ 30,981 $ 27,708 75,907
Other receivables .......cveevieeeeiiieeeeieeecceeeenns 2,455 255 2,200
TOtal ASSELS...vveveeerieeieieeieeeeeeeeeeeeeeee e $ 75,099 $ 30,981 $ 27,963 $ 78,117
Liabilities:
Accounts payable and accrued liabilities ............. $ 75,099 $ 30,981 $ 27,963 $ 78,117
Local Income Taxes
Assets:
Equity in pooled invested cash........c.ccccevuiuiuranes $1,516,569 $4,459,956 $4,440,422 $1,536,103
Taxes receivable .......ccovevviieiiiiiiiiicciccie e, 219,901 101,184 81,526 239,559
TOTAl ASSCTS.eneneeeeeeeeeeeeeee e e eeeeeeeeeeeees $1,736,470 $4,561,140 $4,521,948 $1,775,662
Liabilities:
Accounts payable to political subdivisions ......... $1,736,470 $4,561,140 $4,521,948 $1,775,662
Local Transportation Funds and Other Taxes
Assets:
Cash and cash equivalents.........cocoeeernrieccnnn $ 2,950 $ 12,566 $ 12,488 $ 3,028
Equity in pooled invested cash............ccccoeeeneeee. 63,846 89,725 101,454 52,117
Total ASSELS....vcvveeeereereereereereeeeereeeee e $ 66,796 $ 102,291 $ 113,942 $ 55,145
Liabilities:
Accounts payable and accrued liabilities ............. $2,950 $12,566 $ 12,488 $ 3,028
Accounts payable to political subdivisions .......... 63,846 89,725 101,454 52,117
Total liabilities ....ov.vvevreeerieieieieieiereecienes $ 66,796 $ 102,291 $ 113,942 $ 55,145
Payroll Taxes and Fringe Benefits
Assets:
Equity in pooled invested cash.........cccccccvrenenee. $ 229 $1,126,096 $1,126,005 $320
Liabilities:
Accounts payable and accrued liabilities ............. $ 229 $1,126,096 $1,126,005 $320
Totals - All Agency Funds
Assets:
Cash and cash equivalents.......c.cooveeennnicccnnne. $ 86,394 $ 186,815 $ 172,013 $ 101,196
Equity in pooled invested cash.........cccccccvrenenee. 1,658,200 5,726,722 5,715,351 1,669,571
Taxes receivable .......ccoveeviieiiiiiiiiicciccie e, 219,901 101,184 81,526 239,559
Other receivables ....veveeeieeeeeeeeeeeeeeeeeeeeeeeeeen 2,455 255 2,200
Total ASSELS....vevveveereereereereereereereeeee e $1,966,950 $6,014,721 $5,969,145 $2,012,526
Liabilities:
Accounts payable and accrued liabilities ............. $ 164,930 $1,362,941 $1,345,123 $ 182,748
Accounts payable to political subdivisions .......... 1,802,020 4,651,780 4,624,022 1,829,778
Total liabilities .....c..coveevieieiieieiiciecreeiee, $1,966,950 $6,014,721 $5,969,145 $2,012,526

www.marylandtaxes.com 107



108

STATE OF MARYLAND
Non-major
Component Unit Financial Statements

Non-major Component Units

Non-major component units are comprised of the following proprietary fund type entities.

Maryland Environmental Service

The Maryland Environmental Service was created as a body corporate and politic. The Service helps
private industry and local governments manage liquid, solid and hazardous wastes. In accordance with
direction from the Governor, the Service plans and establishes major resource recovery facilities, solid
waste management plans and hazardous waste management programs.

Maryland Industrial Development Financing Authority

The Maryland Industrial Development Financing Authority was established as a body corporate and
politic and a public instrumentality of the State to provide financial assistance to enterprises seeking to
locate or expand operations in Maryland.

Maryland Food Center Authority

The Maryland Food Center Authority is a body corporate and politic which was created to establish
and operate a consolidated wholesale food center within the Greater Baltimore Region and is subject to
State regulations.

Maryland Technology Development Corporation

The Maryland Technology Development Corporation was established as a body corporate and politic
and a public instrumentality of the State to assist in the commercialization of technology developed
in the universities and the private sector. The Corporation administers the Maryland Technology
Incubator Program and the Maryland Stem Cell Reseach Fund.
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STATE OF MARYLAND
Combining Statement of Net Assets

Non-major Component Units

June 30, 2008
(Expressed in Thousands)

Maryland
Industrial Maryland Maryland Total
Maryland Development Food Technology Non-major
Environmental Financing Center Development ~ Component
Service Authority Authority Corporation Units
Assets:
Cash and cash equivalents........ccccevnenee. $ 3,684 $ 3 $ 4,005 $ 7,692
Equity in pooled invested cash.................. $40,317 2,772 43,089
TIIVESTITICIIES +veeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeaeeeeeens 14,714 13,510 28,224
Other accounts receivable.............ccceuveene. 19,348 86 9,854 29,288
Loans and notes receivable, net................. 439 189 628
Investments in direct financing leases........ 7,619 7,619
Other SSETS ceevveveeeeeeeeeeeeeeeeeeeeeeeeeeeeeeean 5,334 24 64 5,422
Restricted assets:
TNVESTIMNENTS veveeeeeereeeeeeeeeeeeeeeeeeeeeeeeas 9,561 9,561
Capital assets, net of accumulated
depreciation:
Land..ooooiieiiieeeeeeeee 1,070 5,103 6,173
Structures and improvements............... 7,002 14,966 21,968
Infrastructure. ..oueeereeeeeeereeereeereeeeeenne 232 232
EQUIPITIENE ceveeerreressernerssssrneesesseneeees 8,723 488 55 9,266
Construction in progress...................... 2,898 266 3,164
Total aSSELS.ceeeeeeeeeeeeeeeeeeeeeeeeeeeeaen 80,185 40,317 24,147 27,677 172,326
Liabilities:
Accounts payable and accrued liabilities ... 13,698 176 19,935 33,809
Unearned reVenue......ceueveeeeeeeeeeeeeeeeeeneenes 88 87 2,602 2,777
Accrued insurance on loan losses .............. 4,757 4,757
Other liabilities.......cccovuveeieeiiieirieeieeeneens 228 78 306
Bonds and notes payable: ...
Due within one year .....c.cccveevrcnnenns 3,046 3,046
Due in more than one year .......ccoue.. 7,558 7,558
Other noncurrent liabilities:
Due within one year .....c.cccveevrcnnenns 21,028 85 21,113
Due in more than one year .................. 20,418 52 20,470
Total liabilities «.oeeeeeeeeeeeeeeeeeeans 65,748 4,845 628 22,615 93,836
Net Assets:
Invested in capital assets,
net of related debt......cccoovvvvivuirinnnnn. 13,479 20,823 55 34,357
Restricted for capital improvements
and deposits........cccoeeiviriciiiiniiciinns 8 290 298
UNrestricted weeeeeeeeeeeeeeeeee e 950 35,472 2,406 5,007 43,835
Total NEt ASSETS wvvvverreeeerieeeeeeeeeeeeeeeenns $14,437 $35,472 $23,519 $ 5,062 $ 78,490
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STATE OF MARYLAND
Combining Statement of Activities

Non-major Component Units

For the Year Ended June 30, 2008
(Expressed in Thousands)

Maryland
Industrial Maryland Maryland
Maryland Development Food Technology
Environmental Financing Center Development
Service Authority Authority Corporation Total
Expenses:
General and administrative..........c..ccoevvevennen. $ 9,938 $ 1,174 $ 1,465 $ 586 $ 13,163
Operation and maintenance of facilities.......... 111,454 98 1,999 30,298 143,849
Reduction in provision
for insurance on loan losses, net................. 2,837 2,837
Interest on long-term debt.........occociniiae. 959 959
Depreciation and amortization ...........c.ce.cee... 2,332 702 40 3,074
Other ceeeeiiieeeeeeee e 4,136 4,136
Total eXpenses.....oueerveereereenercnencnn. 128,819 4,109 4,166 30,924 168,018
Program revenues:
Charges for services and sales............ccccueeee. 129,255 411 4,314 431 134,411
Restricted investment income...........cc.ecvenn... 423 423
Total charges for services.........ccceueuuee. 129,678 411 4,314 431 134,834
Operating grants and contributions................ 29,977 29,977
Total program revenues.........c.cooeveenee. 129,678 411 4,314 30,408 164,811
Net program revenue (expense) ........ 859 (3,698) 148 (516) (3,207)
General revenues:
Grants and contributions not restricted to
specific programs ..........cccceceevevicucininicienan. 621 621
Unrestricted investment inCOME ............ccue..n.. 441 2,000 476 549 3,466
Total general revenues.........ccccccceueuneee. 441 2,000 476 1,170 4,087
Changes in net assets...........cccccceuuee. 1,300 (1,698) 624 654 880
Net assets - beginning of the year............... 13,137 37,170 22,895 4,408 77,610
Net assets - end of the year.......cocccveennene $ 14,437 $35,472 $23,519 $ 5,062 $ 78,490
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STATE OF MARYLAND

Comprehensive Annual Financial Report

STATISTICAL
SECTION
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Statistical Section

This part of the State’s comprehensive annual financial report presents detailed
information as a context for understanding what the information in the financial
statements, note disclosures, and required supplementary information says about
the State’s economic condition.

Contents Page

Financial Trends

These schedules contain trend information to help the reader understand how
the State’s financial position and well-being have changed over time..........cccciiiiiiiiiiiiiice 113

Revenue Capacity

These schedules contain information to help the reader assess the State’s most
SIZNIIICANT OWI-SOUICE TEVEMUES. . .evveveveintreteeeatreeteteetessetestatsseseseat st s bese e s ebes st s esebestaessebesesesseseseseatsseseseatsaeseseneaes 120

Debt Capacity

These schedules present information to help the reader assess the affordability
of the State’s current levels of outstanding debt and the State’s ability to issue
additional debt in the fUtUe.......ccciiiiiiii s 125

Demographic and Economic Information

These schedules offer demographic and economic indicators to help the reader
understand the environment within which the State’s financial activities take place .......oeeerrercirniecccnniecenne. 130

Operating Information

These schedules contain service data to help the reader understand how the
information in the State’s financial report relates to the services the State provides
and the activities It PEITOIIIIS «..viiiuiriiiirieiite ettt ettt ettt b et 133

Sources: Unless otherwise noted, the information in these schedules is derived from the comprehensive annual financial reports
for the relevant year. The State implemented GASB Statement No. 34 in 2002. The schedules presenting government-wide
information include information beginning in that year.
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Personal Income Tax Filers by Subdivision

STATE OF MARYLAND

Tax Year Ended December 31, 2007
(Dollars Expressed in Thousands)

Net State Local Total State Local
Number Adjusted Taxable Income Income and Local  Tax
Subdivision of Filers ~ Gross Income Income Tax(1) Tax Income Tax Rate
Allegany........cconn. 23,684 $ 1,174,112,365 $ 917,744,761 $ 39,778,911 $ 26,146,611 $ 65,925,522 2.93%
Anne Arundel......... 208,884  17,742,933,995  13,901,663,915 629,414,485 353,039,924 982,454,409  2.56
Baltimore County... 325,160 25,982,358,455 20,574,763,039 924,132,388 575,141,945  1,499,274,333 2.83
Calvert.......coovueune. 33,945 2,729,717,181 2,058,591,147 93,673,537 57,151,799 150,825,336 2.80
Caroline .......cuue.... 11,991 616,861,119 453,927,559 18,907,134 11,541,590 30,448,724 2.63
Carroll.......oovuneeee 65,328 4,987,886,733 3,818,659,142 175,191,593 115,636,124 290,827,717  3.05
Cecil o 35,925 2,319,140,057 1,774,766,636 59,060,947 48,909,385 107,970,332  2.80
Charles........ouuu..... 54,419 3,834,265,196 2,745,718,036 124,702,483 78,610,620 203,313,103 2.90
Dorchester.............. 11,920 648,590,725 496,931,150 21,413,252 12,532,744 33,945,996 2.62
Frederick .......u....... 90,982 7,121,073,470 5,450,114,536 247,584,316 160,013,278 407,597,594 2.96
Garrett....ooeeeererenene 10,212 537,052,704 412,963,453 18,011,869 10,629,856 28,641,725 2.65
Harford.................. 95,197 6,917,365,898 5,283,058,152 238,529,117 160,038,876 398,567,993 3.06
Howard.................. 108,302 11,549,692,858 9,243,213,476 422,378,313 294,433,792 716,812,105 3.20
Kent ...oooveveveeennens 7,374 561,082,401 442,105,932 17,850,585 12,407,587 30,258,172  2.85
Montgomery.......... 387,875 45,044,465,276 36,947,166,594 1,610,260,135 1,175,936,199  2,786,196,334 3.20
Prince Georges....... 335,552 19,116,852,574 12,854,834,139 571,571,772 388,066,262 959,638,034 3.10
Queen Annes......... 17,882 1,541,573,982 1,184,705,839 52,947,190 33,480,231 86,427,421 2.85
St. Marys.....ouenee. 37,377 2,623,307,676 2,006,658,806 91,221,984 59,471,187 150,693,171  3.00
Somerset........coovn.. 6,923 316,364,088 233,091,381 9,965,253 6,983,153 16,948,406 3.15
Talbot....ccvereeirnenne 15,098 1,637,948,218 1,327,023,177 55,858,849 29,601,486 85,460,335 2.25
Washington............ 55,030 3,173,221,034 2,423,011,261 108,006,509 66,462,374 174,468,883 2.80
Wicomico .............. 34,484 1,931,932,593 1,481,755,918 62,520,651 44,494 471 107,015,122  3.10
Worcester................ 21,233 1,334,945,488 1,026,855,196 43,562,023 12,604,859 56,166,882 1.25
Baltimore City ....... 210,461 10,644,629,359 7,989,864,296 342,374,792 230,971,679 573,346,471 3.05
Non-resident........ 88,665 5,243,269,392 4,594,319,117 270,383,836 270,383,836
Total ... 2,293,903 $179,330,642,837 $139,643,506,658 $6,249,301,924 $3,964,306,032 $10,213,607,956

(1) See state personal income tax rates schedule for tax rate information.

Source: Revenue Administration Division, State Comptroller’s Office
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STATE OF MARYLAND
State Personal Income Tax and Sales Tax Rates

Calendar Year 2008*
Filing Status, Single: Married, Filing Jointly:
Taxable Income: Rate: Taxable Income: Rate:
$3,000 - $150,000 4.75% $3,000 - $200,000 4.75%
$150,001 - $300,000 5.00% $200,001 - $350,000 5.00%
$300,001 - $500,000 5.25% $350,001 - $500,000 5.25%
$500,001 - $1,000,000 5.50% $500,001 - $1,000,000 5.50%
over $1,000,000 6.25% over $1,000,000 6.25%
Sales Tax Rate: 6%
*Rates effective January 1, 2008
STATE OF MARYLAND

State Personal Income Tax and Sales Tax Rates
Calendar Years 1999 - 2007

Personal Income Tax Rate
1st $1,000 of 2nd $1,000 of  3rd $1,000 of In excess of $3,000

Net Taxable Net Taxable Net Taxable Net Taxable Sales Tax
Year Income Income Income Income Rate
2007 2 % 3% 4% 4.75 % 5%
2006 2 3 4 4.75 5
2005 2 3 4 4.75 5
2004 2 3 4 4.75 5
2003 2 3 4 4.75 5
2002 2 3 4 4.75 5
2001 2 3 4 4.80 5
2000 2 3 4 4.85 5
1999 2 3 4 4.85 5

Source: Revenue Administration Division, State Comptroller’s Office
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STATE OF MARYLAND
Ratio of General Bonded Debt
To Actual Value and General Bonded Debt Per Capita

Last Ten Fiscal Years
(Expressed in Thousands) Ratio of General General
Estimated Estimated General Bonded Debt to Bonded Debt
Fiscal Year Population (1) Property Value Bonded Debt (2)  Actual Property Value ~ per Capita
2008 .. 5,618 $633,453,169 $5,493,830 0.87% $978
2007 eeeeeeeeeiieeee e 5,602 527,012,375 5,142,154 0.98 918
20006.....ciiiieeiieiie e 5,573 452,249,831 4,868,472 1.08 874
2005 i 5,538 398,065,083 4,511,826 1.13 815
2004 5,494 361,689,307 4,102,278 1.13 747
2003 i 5,434 336,657,741 3,932,493 1.17 724
2002, 5,383 318,778,365 3,544,178 1.11 658
2001 uiiieeeeiiieee e 5,312 307,476,610 3,450,900 1.12 650
2000..ciieeeeiiieee e 5,255 327,817,193 3,348,866 1.02 637
1999 5,204 317,639,013 3,500,228 1.10 673

Source: The Fifty-fifth through Sixty-fourth Report of the State Department of Assessments and Taxation and the State

Comptroller’s Office.

(1) See Schedule of Demographic Statistics.

(2) Includes general obligation bonds. The primary revenue source to pay the debt service for general obligation bonds is
property taxes.
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STATE OF MARYLAND
Ratio of Pledged Assets to
Revenue Bonds, Community Development Administration

Last Ten Fiscal Years
(Expressed in Thousands)

Ratio of
Pledged Revenue Bonds  Pledged Assets to
Fiscal Year Assets (1) Payable Revenue Bonds
2008 .. $3,489,271 $2,971,219 1.17
2007 e 3,497,373 3,016,848 1.16
20006 ... 2,476,342 2,040,485 1.21
2005 e 2,439,264 1,973,583 1.24
2004 ..o 2,643,756 2,211,905 1.20
2003 i 3,003,939 2,537,388 1.18
2002 i 3,030,657 2,628,254 1.15
2001 i 3,004,743 2,640,052 1.14
2000 ciiiieeeeeeeeee e 2,917,980 2,606,943 1.12
1999 e, 2,759,753 2,462,918 1.12

(1) Bonds and notes issued by the Community Development Administration (CDA) are special obligations of CDA and are

payable soley from the revenues of the applicable mortgage loan programs. Assets, principally mortgage loans, and program

revenues are pledged as collateral for the revenue bonds.
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STATE OF MARYLAND

Schedule of Demographic Statistics

Last Ten Years
Total Personal Per Capita
Income (2) Personal School  Unemployment

Population (1) (Expressed in Thousands) Income Enrollment (3) Rate (4)
2008 5,618,344 $262,071,799 $46,646 1,024,803 3.7%
2007 e 5,602,017 246,542,244 44,010 1,036,523 3.9
2000.....cciiiien 5,573,163 232,930,967 41,795 1,050,627 3.8
2005, 5,537,662 220,126,790 39,751 1,053,378 4.2
2004 ... 5,494,136 205,737,071 37,447 1,056,520 4.3
2003, 5,433,822 198,823,602 36,590 1,056,944 4.7
2002 5,383,377 190,331,297 35,355 1,049,733 4.6
20071 5,311,531 181,957,207 34,257 1,040,020 3.8
2000, 5,254,509 167,074,691 31,796 1,017,574 3.3
1999, 5,204,464 157,783,778 30,317 1,009,870 4.0
Sources:

(1) US Department of Commerce, Bureau of Census, “Annual Population Estimates by State”

Note: Figures are estimates for the calendar year except that the current year amount is a projected estimate for the year.
(2) US Department of Commerce, Bureau of Economic Analysis. All ten years of income data based on April 2004

Comprehensive revision of State Personal Income Statistics for 1969-2002.

Preliminary estimates are provided for 2003-2008. Data provided is for the prior ending calendar year.
(3) Figures are for the calendar year. State Department of Education, grades pre-kindergarten thru grade 12.

Includes public and nonpublic schools.

(4) Figures are for the fiscal year. State Department of Labor, Licensing and Regulation.
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STATE OF MARYLAND
Schedule of Employment by Sector

Prior Year and Nine Years Prior®
(Expressed in Thousands)

Calendar Year 2007 (1) Calendar Year 1998 (2)
Total Average Total Average
Average Wages Weekly Average Wages Weekly
Annual (Expressed Wage Per Annual (Expressed Wage Per
Employment in Thousands) Worker Employment in Thousands)  Worker
Government:
State and local .......ccocoveveveriiicnnnn. 336,513 $ 15,847,375 $ 906 292,600 $ 9,619,192 $ 632
Federal ...oovovviiiiiiciieeecieeeeee 124,843 10,218,876 1,574 126,685 6,624,365 1,006
Total government .......c.ccccevvvveuencne. 461,356 26,060,251 1,087 419,285 106,243,557 745
Manufacturing .......cccoveeveernerecrcnnnnes 131,699 7,939,947 1,159 178,050 7,424,297 802
Natural resources and mining.............. 6,556 227,297 667
CoOnStrUCtiON ...vveeveeiieeveeereecveeeveeeenae 187,878 9,507,590 973 142,401 4,900,484 662
Trade, transportation, and utilities ...... 472,365 18,149,175 739 103,851 4,172,877 773
Wholesale.......cccoovvevrieeevieieieeieeneenee. 110,779 4,864,113 844
Retail..oooviirieiieiicieeeceereeeeeceeer 430,545 7,731,124 345
Information SErvices ...........coeveeveereee. 50,646 3,278,342 1,245
Financial activities ........ccccevvevvvreeueennnen. 154,556 10,776,967 1,341 134,398 6,106,523 874
Professional and business services ....... 396,733 24,014,991 1,164 737,196 23,862,164 622
Education and health services.............. 359,053 15,637,535 838
Leisure and hospitality....c.cccccvrerenenee 234,278 4,344,384 357
Unclassified and other services............. 92,030 2,914,507 609 29,727 783,364 507
Total of all sectors........ccevvevenee.. 2,547,150 $122,856,986 $ 928 2,286,232 $76,088,503 $ 640

(1) Source: Maryland Department of Labor, Licensing and Regulation, Office of Labor Market Analysis and Information
Publication “Employment and Payroll 2007 Annual Averages” issued July, 2008. This report reflects the new North
American Industry Classification System (NAICS) coding revisions.

(2) Source: Maryland Department of Economic and Employment Development, Office of Labor Market Analysis and
Information, December 31,1998.

(3) Some of the data is not comparative due to the reclassifications made during the term of the two periods.
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STATE OF MARYLAND

Maryland’s Ten Largest Private Employers

X

Calendar Years

Employer (listed Alphabetically)

2008 2007
Giant of Maryland LLC Giant of Maryland LLC
Helix Health System Inc. Helix Health System Inc.
Home Depot USA Inc. Home Depot USA Inc.
Johns Hopkins Hospital Johns Hopkins Hospital
Johns Hopkins University Johns Hopkins University
Northrop Grumman Corporation Macy’s

Safeway Inc
University of Maryland Medical Sys
United Parcel Service

Northrop Grumman Corporation
Safeway Inc.
United Parcel Service

Wal-Mart ‘Wal-Mart
2006 and 2005 2004 and 2003
Giant of Maryland LLC Giant of Maryland LLC
Helix Health System Inc. Helix Health System Inc.
Home Depot USA Inc. Home Depot USA Inc.
Johns Hopkins Hospital Johns Hopkins Hospital

Johns Hopkins University
Northrop Grumman Corporation
Safeway Inc.

Target

United Parcel Service

‘Wal-Mart

Johns Hopkins University
Northrop Grumman Corporation
Safeway Inc.

United Parcel Service

Verizon Maryland Inc.

‘Wal-Mart

Source: Department of Labor, Licensing and Regulation; Office of Labor Market Analysis and Information.

* Information for prior years not available.
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STATE OF MARYLAND

State Employees by Function/Program
Last Five Fiscal Years*

Year ended June 30,
2008 2007 2006 2005 2004
State Employees:
Governmental activities:
General government........eeceerevvereecreneererennnes 5,770 5,712 5,656 5,493 5,604
Health and mental hygiene.......cccccccveinenencaene. 11,441 11,661 11,668 11,633 11,815
Education.......ccooeveeieeeieeieceeeeeeeeeeeeeevn 2,445 2,504 2,425 2,295 2,180
Human resources.........coeveeveeveereeveeeeeceenseennnn 6,605 6,713 6,767 6,910 6,852
Public safety ....c.covvvveeinninecnieccreccene 15,791 15,603 15,307 15,207 15,356
Transportation.......ccovvveveeeriruerercecnneerecrennenen 6,572 6,518 6,523 6,599 6,799
Judicial .eoovieiiiiie 5,982 5,851 5,744 5,496 5,387
Labor, licensing and regulation.......c.c.ocueuceee. 1,644 1,682 1,647 1,667 1,691
Natural resources and recreation...................... 2,070 2,008 1,970 2,028 2,076
Housing and community development............ 209 228 256 262 254
Environment....c.cccoueeeveeeieeciecciieeie e 913 926 922 901 907
Agriculture ...c.covveevecinneciecccce 511 481 499 500 516
Business and economic development............... 275 295 340 307 303
Total governmental activities employees........ 60,228 60,182 59,724 59,298 59,740
Business-type activities:
Economic development - insurance programs.. 208 201 210 201 205
Maryland State Lottery......ooveveennrereecneniennee 183 185 183 169 177
Maryland Transportation Authority................. 1,652 1,594 1,502 1,503 1,562
Maryland Correctional Enterprises.................. 201 184 187 164 159
Total business-type activities employees......... 2,244 2,164 2,082 2,037 2,103
Total primary government employees................... 62,472 62,346 61,806 61,335 61,843
Component units:
Higher Education.......cccoeeveieinviccnnnccrcnnnnes 37,988 36,132 34,882 39,388 34,397
Prepaid College Trust™ .....c.cccovvvevecennerccrnnnnen 16 16
Stadium Authority....cccovveeirneeicinneccinnes 108 120 98 93 97
Other component Units.....c.ccevvveveeeerrerercrenennen 24 27 42 59 41
Total component unit employees.......c..ccceeerunenee 38,136 36,295 35,022 39,540 34,535

Source: Central Payroll Bureau, State Comptroller’s Office

*Information for prior years not available.

** Information for prior years was included in the total for “Other Component Units”.
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STATE OF MARYLAND
Schedule of Miscellaneous, Operating and Capital Asset Statistics
by Function Last Five Fiscal Years*

Date of Ratification..........ccceeeeeeiieeeieeieeeieeeieeenee e 1788
Form of GOVErNMENt .......ccveeeviieiieeiieeieceie e Legislative - Executive - Judicial
Land Area...cceiicuiieiecciie et 9,808 square miles
Function/Program 2008** 2007 2006 2005 2004
Education, Public School Enrollment............c.ccceevvevennenn. 823,732 827,596 829,007 828,961 821,984
Health and Human Resources:
Medicaid Enrollment ........ccccoovvevveeeiieiiecieecieeieeeeeens 526,331 520,436 629,500 638,085 502,860
Children’s Health Program Enrollment.........c.cccccuueeee. 106,053 105,999 103,260 95,019 98,420
WIC Food Program Recipients ........c.ccceevveveueereruenennnes 131,250 121,471 113,100 108,574 106,060
Mental Hygiene Clients.........ccccceiriviecinniccieiniennee 94,410 93,933 92,715 92,608 90,849
Public Assistance Caseload (AFDC/TANF)........cc........ 99,239 50,149 57,589 65,782 70,745
Foster Care and Subsidized Adoption Average
Caseload.....cooueiiieiiiciie e 14,082 13,806 13,956 14,762 15,028
Public Safety:
Correctional Institutions Average Daily Population....... 21,853 21,680 26,475 26,938 27,933
Parole and Probation, Active Cases under Supervision.. 54,000 52,147 49,244 50,112 50,127
Youth Residential Programs, Average Daily Population... 1,560 1,646 1,728 1,747 2,039
Number of Youths on Probation............ccceeeevveeeenennn. 6,025 6,247 6,568 6,765 6,840
Public Safety (State Police):
Number of Police Stations..........c.cceeereeveeereevreereeireenens 26 26 26 26 26
Number of State Police....c.ueivoueiieeiiieeiieeeeeeeeeeeeeeennn 1,590 1,591 1,591 1,593 1,596
Motor Vehicle Citations (calendar year).......c.ccccvveuenneee. 462,205 457,629 462,252 482,219 459,272
Motor Vehicle - Number of Collisions (calendar year).... 101,000 101,030 101,785 102,546 101,858
Judicial, Total Filings........ccccovciiiniiiiiiiiiiccn N/A 2,383,668 2,410,038 2,422,466 2,418,359
Transportation:
Miles of State Highways ........c.cceeueuvureriiueininrnieieeeene 5,242 5,241 5,235 5,234 5,235
Lane Miles Maintained...........cccovveeereenieeceeennieereeeneens 16,863 16,787 16,731 16,717 16,680
Expenditures per Lane Mile .....c.cccovvieiinnecinninnenee $7,812 $8,990 $7,812 $7,957 $8,039
Number of Bridges™™ .....c.cccovveeirnneiinnecirnenenee 1,176 1,155 1,155 1,155 1,157
Motor Vehicle Registrations .......c.cccovveveennerecnnienenee 52 million 5.0 million 5.2 million 5.0 million 4.9 million
BWI Airport Passengers (calendar year) .....c.ccccovueveeeee. 21.0 million 20.8 million 19.7 million 19.1 million 20.5 million
Acres Agricultural Land Preserved - all programs............. 530,000 482,236 459,871 430,000 N/A

Department of Housing and Community Development:
Active Single Family/Multifamily Bond Financed

LLOANS et 15,800 14,250 12,213 13,769 15,986
Department of Business and Economic Development:
Number of businesses assisted ...........ccoeevevveeivvuieeineenn. 1,517 1,600 1,600 1,146 1,094
Number of workers trained .........ccccoevvveeiiieiiiiriinee. 6,000 7,417 12,425 9,694 9,101
Higher Education (Universities, Colleges
and Community Colleges):
Number of Campuses in State........covvevecenrereirenenenee 29 29 29 29 29
Number of EdUCAtOrS......cocviiiiiieiiiiieieecieeeeeeeeeiee s 9,224 9,021 8,711 8,606 8,432
Number of Students.........ccovevvvievieierieiieeeecee e 263,636 255,969 256,580 251,984 246,794
Number of State Scholarships Awarded......................... 60,968 56,495 52,576 47,025 44,851
Recreation:
Number of State Parks and Forests .........ccoovveveueeernnen. 61 58 60 60 61
State Parks Daily ViSItors. ...c.ooevreeirerinenieiniecnecne 112 million 11.3 million 11.1 million 11.5 million 9.9 million
Area of State Parks, ACIeS....ccueeeeeeeeeeeeeeeeeeeeeeeeeeeeenn 93,972 93,683 93,661 93,661 97,362
Area of State FOrests, ACIES cooeeeeeeeeeeeeeeeeeeeeeeaeaeenns 140,344 138,587 136,093 136,093 135,951

*Information for prior years not available.

** These amounts are estimates.

***On Maryland’s portion of the National Highway System

Sources: State Comptroller’s Office, General Accounting Division, Central Payroll Bureau, Maryland Manual at
www.mdarchives.state.md.us/msa/mdmanual, Maryland Budget, Department of Budget and Management, Department of
Natural Resources, and the State Highway Administration of Maryland.
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STATE OF MARYLAND
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STATE OF MARYLAND
Schedule of Taxes Receivable from
Collectors of State Property Taxes

June 30, 2008
(Expressed in Thousands)

Taxes Receivable

Political Subdivision Current Year Prior Years Total
AlleGany ....cveveveveieueieieieieieieeee s $ 261 $ 92 $ 353
Anne Arundel........oooiiiiiiiiiiiieee e 840 77 917
Baltimore COounty ......ccovveveeerniereririnieeeceneneeesenenevceseenenene 405 (283) 122
CalVEIT 1ottt 256 341 597
CarOlINE .ottt ettt 26 1 27
GOl 151 7 158
CeCllurtiiiiitieceeeeee s 78 493 571
CRATIES ..vvieeeeeeeeeee e 44 (4) 40
DOICRESTEL.c..ecvieieeiecee ettt 74 (103) (29)
Frederick ..oouviuiiiiiiciieie e 154 12 166
GAITELE covvvteeeereeeieeesteeeetteeesereeesbeeeatbeeesseeesssaeeansseeessaeennses 325 2 327
Harford ....oouveeieeeeceeeceee e 175 9 184
HOWATd ..ot (34) 1,000 966
KON ettt 145 4 149
MONTZOMELY ...ttt 375 (290) 85
Prince GEOIZE'S...c.veviveuirieiirieiiriee sttt 316 90 4006
QUEEN ANNES ..nvienvieeieieeetesie et ete st be st ee e nseeneenseens 11 1 12
St MAIY'S i 234 4 238
SOIMETSEL. vteeeutrieeeiiieeeite e et e e e teeeetre e e ebeeessbaeeseaeeeeseeennsseennnes 151 29 180
TALDOt v 6 2) 4
Washingron ......c.covveveuiiriniiiccincctec e 755 134 889
WWACOIMUCO wvevveerieviereeteeeteete ettt e ettt e et eere e ere s e eaeeaeeaeeeaeennas 95 45 140
WOLCESTET .vnveeeviereereeeeeteeteeteeeteeteeeseeteeeteeseereeaseeaeeseeaseeseennas 562 7 569
Baltimore City.....covvveueerinieieininieieiieneieiceneseeeeneerevee e 2,100 6,158 8,258
TOAL it $7,505 $7,824 $15,329
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STATE OF MARYLAND
Schedule of Estimated Revenues - Budgetary Basis

For the Year Ending June 30, 2009
(Expressed in Thousands)

Current Current
General Special Federal  Unrestricted  Restricted
Fund Fund Fund Fund Fund Total
TNCOME TAXES weveeeeeeeeeeeeeeeeeeeeeeeeeeeeeeaeean $ 8,117,578 $ 225,093 $ 8,342,671
Retail sales and use tax and licenses ........ 4,034,130 292,406 4,326,536
Motor vehicle fuel taxes and licenses....... 25,000 767,805 792,805
Motor vehicle tax and licenses................. 1,146,756 1,146,756
Property taxes.....cocevereevereeereeereeeneeennene 809,408 (1) 809,408
Insurance company taxes,
licenses and fees......oeeeeveeveeeeeveeenennn. 295,799 295,799
Franchise and corporation taxes.............. 218,545 218,545
State tobacco tax and licenses ................. 450,980 450,980
Alcoholic beverages taxes and licenses..... 31,290 31,290
Death taXes....uueeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeaen, 213,029 213,029
Miscellaneous taxes, fees and other revenues 186,966 50,438 (2) 237,404
Budgeted tobacco settlement recoveries .. 174,204 174,204
Horse racing taxes and licenses............... 260 4,087 4,347
District courts fines and costs................. 101,096 101,096
Interest on investments..........c..cceevveeenen. 97,100 5,000 102,100
Hospital patient recoveries.........c.coucun.... 75,313 75,313
Legislative .......ccociiviriiiiiiicciiicn, 230 100 330
Judicial review and legal ................c.c.... 70,164 90,552 $ 6,275 166,991
Executive and administrative control...... 5,261 243,966 116,039 365,266
Financial and revenue administration ..... 5,750 23,854 29,604
Budget and management.............ccc....... 844 28,054 28,898
State lottery agency ........cccccceeveericucucnne 511,269 59,760 571,029
Information technology development..... 37,482 37,482
Retirement and pension .........cocceeveunnee 30,685 30,685
General SErVICeS . uuumuuumieeeeeeeeeeeeeeeeeeeeeaann. 100 1,204 960 2,264
Transportation and highways.................. 920,712 684,023 1,604,735
Natural resources and recreation............. 145 92,609 27,910 120,664
Agriculture ......ocoocoiiiiiiiiiiii, 74 34,933 16,525 51,532
Health, hospitals and mental hygiene..... 24,836 394,407 3,526,134 3,945,377
Human resources........ccooveeeeeeiiieeeeeennns 930 68,361 1,111,108 1,180,399
Labor, licensing and regulation................ 7,387 36,461 117,322 161,170
Public safety and correctional services..... 8,116 158,831 13,347 180,294
Public education........eeeeeeeeeeeeeeeeeeeeeaannn. 34,607 46,144 937,883 $3,360,072 $1,036,780 5,415,486
Housing and community development... 1,082 60,894 226,658 288,634
Business and economic development...... 57,733 4,681 62,414
Environment....ccocveeeeeeeeeieiiiiiiiiiiiiiieienn, 728 160,462 65,011 226,201
Juvenile justice .......ccccovciiiiiiiiiinne, 15 203 11,689 11,907
State police....covrerriniiniiincirccece 2,400 69,620 3,069 75,089
Total estimated revenues (3) ............. $14,521,024  $6,092,224 $6,868,634 $3,360,072 $1,036,780 $31,878,734

(1) Includes $ 695,066 recorded in the Debt Service Fund for accounting purposes.
(2) Includes $ 50,438 recorded in the Debt Service Fund for accounting purposes.
(3) Amounts are reported as of July 1, 2008, and do not reflect revisions, if any, subsequent to that date.
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STATE OF MARYLAND
Schedule of General, Special, Federal, Current Unrestricted
and Current Restricted Fund Appropriations - Budgetary Basis

For the Year Ending June 30, 2009
(Expressed in Thousands)

Current Current
General Special Federal Unrestricted Restricted
Fund Fund Fund Fund Fund Total

Payments of revenue to civil divisions of

the State ....oovveeveereeeeeeeeeeeeeeeeee $ 120,760 $ 120,760
Public debt....oovevveeeeeieeeeeeeeeeeee, $ 745,505(1) 745,505
Legislative .....oeeeervveevecnininecininenccne 75,556 100 75,656
Judicial review and legal ........ccccoueuuceee. 483,166 91,008 $ 6,275 580,449
Executive and administrative control...... 263,098 246,966 116,039 626,103
Financial and revenue administration..... 194,404 83,614 278,018
Budget and management.........ceuueee. 116,196 90,535 206,731
Retirement and pension ........c.coeveueunee. 30,685 30,685
General SerVICeS.......coveruvevrerveeireeeeereennns 58,697 1,204 960 60,861
Transportation and highways.................. 3,293,957 684,023 3,977,980
Natural resources and recreation............. 63,717 185,316 27,910 276,943
Agriculture ..c.covevecrinnecienieccne 34,572 63,577 16,525 114,674
Health, hospitals and mental hygiene..... 3,852,272 555,935 3,526,134 7,934,341
Human resources.........cooveeveeeveerveenneenne. 601,918 68,361 1,111,108 1,781,387
Labor, licensing and regulation............... 14,550 39,077 117,322 170,949
Public safety and correctional services..... 1,100,179 158,831 13,347 1,272,357
Public education.......c.ccoeeeveeeevreeeennnennen, 7,266,879 88,641 937,883 $3,360,072  $1,036,780 12,690,255
Housing and community development... 11,844 60,894 226,658 299,396
Business and economic development...... 93,767 57,733 4,681 156,181
Environment.........cooeeeeveevieeeeeneeeeeneennn. 48,478 160,462 65,011 273,951
Juvenile Justice «.c.covvveveerininiercinirreiccne 260,168 203 11,689 272,060
State Police....c.cueervrrereeriniireicininrerecne 187,794 69,620 3,069 260,483
State reserve fund ........ccceeeieiiiiieinnennnn, 231,543 231,543

Total appropriations (2)................

$15,079,558  $6,092,224

$6,868,634 $3,360,072  $1,036,780 $32,437,268

(1) Recorded in the Debt Service Fund for accounting purposes.

(2) Amounts are reported as of July 1, 2008, and do not reflect revisions, if any, subsequent to that date.
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